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PREFACE

The Personal Taxes Bulletimwas prepared for the purpose of presenting the administrative
interpretation and application of North Carolina income tax laws relating to individuals,
partnerships, estates, trusts, and income tax withholding in effect at the time of publication. This
publication supplements the information in the Administrative Rules but does not supersede the
Administrative Rules. In addition, this bulletin does not cover all provisions of the law.

Taxpayers are cautioned that this publication is intended merelyuadeaasnd that consideration

must be given to all the facts and circumstances in applying this bulletin to particular situations.
Taxpayers using this publication should be aware that additional changes may result from
legislative action, court decisionsndh rules adopted or amended under the Administrative
Procedure Act, Chapter 150B of the General Statutes. To the extent there is any change to a statute,
administrative rule, or new case law subsequent to the date of this publication, the provisions in
this bulletin may be superseded or voided. Unless otherwise noted, this bulletin is intended to
reflect changes made in tB@18 Reqular Session of the North Carolina General Assembly.

In generalSections | through X>address the tax law applicable to filing an individual income tax

return or an income tax return for pabhsough entities for thetax year da nd an empl oy e
withholding tax responsibilities during tax year 201Section XX| summarizes law changbatit

affect later years.
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l. FILING INDIVIDUAL INCOME TAX RETURNS

1. Forms (17 NCAC 06B .0104) (17 NCAC 01C .0322)

A taxpayer mustise the North Carolina income tax return forms and schedules forahe ye

t hat t he t begimpsdheendididual igcenaertaxeturn, Form D400, and other
supportingforms andschedulegan be obtained fromtize par t me ntFormmD¥@ b s i t e
can also be obtaindtbm themain officei n Ral ei gh or from any of t
Centers located throughout the StatBor locations and hoursf operation see Office
Locationson t he Depar.t mentds website

2. Electronic Tax Filing (eFile) (L7 NCAC 01C .0701)

The North Carolina Department of Revenue participates irfré¢lderal/State eFile program,

the fastest, safest, and most accurate way to file individual income tax returns. The eFile
program, the number one Departmestommended method for filing and payimcome

taxes, allows residents, nonresidents, andysat residents to file thefederal and State tax
returns in a single electronic transmission, or to file their State returns separatsingte a
transmission. It also allows direct deposit f@x tefunds (checking or savings accounts only)
and thdfiling of estimatel tax extensions, and bank paymenfke eFile prograrfeaturesan
acknowledgment and confirmation of receipt of tax forms.

Tax practitioners and taxpayers must eFile using Int&eatnue Service (IRSpproved and
Departmentapproved, commercially developessbftware products. igit eFile for Individuals

to access a list of approved software developers and prodUsisg approved software,
taxpayers can sefirepare theifederal and State returns using eFile for a Fee, eFile for Free
(for those who quallify), ansethe services of a professional tax practitioner. Qualifications for
eFile for Free and availabilityf functionality for estimate tax extensions, and payments vary

by software developer; therefore, tax practitioners and taxpayers should confirm product
availability when selecting a developer. Regardlesh@telected developer, eFile for Free
mustbeaccessed from the Departmentds website.

To participate in thé-ederal/State eFile program, a tax practitioner must Ipaseiously
createdan IRS eservices account arsibmitted an applation to become an authorizedIR

e-file provider. To participate in State eFile, the practitioner must have been accepted into the
Federal program anahusthave received an Electronic Filing Identification Number (EFIN)
from the IRS. The Department has access to the Federal Applicant Database that #reables
Department to reference pertinent information regarding the tax practitioner.

3. Items Requiring Special Attention (17 NCAC 06B .0102) (17 NCAC 06B .0104)
(17 NCAC 01C .0322)

The individual taxpayer dr h e t a agpnashauld give careful attentitmmthe answering

of all questions and to the completion of all applicable schedules on the return. Incomplete or
inaccurate information, dhe failure to sign a return, may result in the returning of the forms

to the taxpayer and in correspondence, thereby delaying the processing of the return and any


http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.0104.pdf
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2001%20-%20departmental%20rules/subchapter%20c/17%20ncac%2001c%20.0322.pdf
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes-forms/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/contact-us/office-locations
https://www.ncdor.gov/contact-us/office-locations
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2001%20-%20departmental%20rules/subchapter%20c/17%20ncac%2001c%20.0701.pdf
https://www.ncdor.gov/file-pay/efile-individuals
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.0102.pdf
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.0104.pdf
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2001%20-%20departmental%20rules/subchapter%20c/17%20ncac%2001c%20.0322.pdf

refund due thereonSpeci fically, the individual taxpay
special attention to the followingems

a.

When filing an income tax returthe forms and schedules for thaix yearmustbe used.

For examplea taxpayer whose calendgear ends December 31, 2Q018ust use 2018
forms and schedulesA taxpayer filing on a fiscal year basis whose fiscal year begins in
2018 mustalso usehe 2018 forms and schedules

The first name, middle initial, last name and the current magdtyess of the taxpays)
should be printed in theppropriatdoxes on the tax returio not use the name or address
shown on a wage and tax statement if incorr&etter theentirenine-digit social security
numberof each taxpayan theappropriatéboxes.

If you are a personal representative and yotilarg an income tax return for an unmarried

individual or a married filing separdiereturn for a married individuakho died during

the taxable year, enter tame of the dementand your a d\hmeeasddd i n t
Addresso sec4dl@®m.n olfn Ftorem MDeceased Taxpayer
the circl e anddaeofdeathinthdgpmopriagboxp ay er 0 s

If you are a surviving spouse and you choose to fileagaried filing joint tax return with

your spouse who died during the taxable year, entar yame, the name of the ddeat

and your address in the ANa0Oe nthendehAdkhrsedss 0
Taxpayer Informatiohe asaedteoner fihé dat ¢ he
in the appropriate box.

If you are a surviving spouse and you choose to file a married filing separately tax return

for your spouse who died during the taxable year, enter the name of the decedent and you
address in the AName aprdd OAddrlens stoh es eficlt e coena :
|l nformati ono section, enter the date of th

The taxpayer is required to furnialsocial security number with the returithis number

is necessary to verify the identity of the taxpayer because the Department identifies
taxpayers and credits refunds and payments by social security nurSeearate returns

of spouses are often interrelated whether they are living togetlagraar; therefore, the
taxpayer is asked to furnish the name and social security number of the spouse if they file
on separate forms, but not if they are divorcedhis information can save time,
correspondence, and difficulty for the taxpayer and theaBeent.

The filing status claimed on the federal return must also be claimed on the North Carolina
income tax returnGenerally, f the taxpayer has not filed a federal income tax return, the
taxpayermustclaim the filing status to which the taxpaysrentitled undethe Internal

Revenue CodeHowever, for a married coupféing a joint federal income tax retuyrif

either the taxpayer or the tsaxNoahyCarplibas s p o u
taxable income for the taxable year, the filing status married filing separately may be
claimedon the North Carolina income tax retudmportantly, ace a joint return is filed,

separate returns may not be filed for that year after the due date efuitre r



. The tax musbe compute@ccuratelyoy multiplying North Carolina taxable income by the
tax rate inG.S. 105153.7 In the case of a delinquent return, the penalties prescribed by
G.S. 105236(a)(3 andG.S. 105236(a)(4 and interest pseribed byG.S. 105241.21
mustbe added.

If additional tax isdue on the income tax return, it can be paid by check or money order
with the return, or it can be paid online by batrkft (free)or credit or debit card using
Visa or MasterCar@$2 convenience fee for every $100 pai@p pay onlineseeeFile for
Individuals

Note:The Department will not accept a check,
drawn on a U.S. (domestic) bank and the funds are payable in U.S. dollars.

If an individual has moved into or out of North Carolina durthg tax year or is a
nonresident with income from sources within taC€arolina, the portion ofthea x pay er 6 s
federal gross income, as adjusted, that is stitbgeNorth Carolina income taxust be
determined by completingorm D400 Schedule PNPart Year Resident and Nonresident
Schedule Credit for tax paid to another state is ndbakd to an individual moving into

or out of this state unless the individual has income derived from and taxed by another state

or country while a resident of this Stak@r more information,ee Credit forIncome Tax

Paidto another State or Country

If a tax credit is claimed for tax paid to another state or country, a copy of the return filed
with the other state or country and a canceled check, receipt, or other proof of payment of
tax to the other statmust be attached to the North Carolina return.

Every return must be signed and dated by t
and joint returns should be signed and dated by both spolisefund may be delayed by
an unsigned return.

. Where tax has been withheld, the original or copy of the original State wage and tax
statement that was received from an employer must be attached to the Yéaga.and

tax statements or 1099 statements generated by tax software programs cannotde used t
verify North Carolina tax withheldThe Department may request thiéginal State wage

and tax statemesto verify tax has been withheld from taxpaytbet file electronically.

. Any additional information that will assist in the processing examination of a return
should be attached to the returfi.Form NG478 or Form NGRehabare being filedthe
form(s)mustbe attachedbo the front ofForm D-400.

. Anyone who is paid to prepare a return must sign and date the return in the space provided.
When more than one persorepares a return, the preparer with primary responsibility for

the overall accuracy of the return must sign as the prep@her preparer must manually

sign and date the prepared retuRteparers may use the practitioner ID number (PTIN) in


https://www.ncleg.gov/EnactedLegislation/Statutes/PDF/BySection/Chapter_105/GS_105-153.7.pdf
https://www.ncleg.gov/EnactedLegislation/Statutes/PDF/BySection/Chapter_105/GS_105-236.pdf
https://www.ncleg.gov/EnactedLegislation/Statutes/PDF/BySection/Chapter_105/GS_105-236.pdf
https://www.ncleg.gov/EnactedLegislation/Statutes/PDF/BySection/Chapter_105/GS_105-241.21.pdf
http://www.dornc.com/electronic/individual.html
http://www.dornc.com/electronic/individual.html
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/corporate-income-franchise-tax/corporate-tax-forms-and-instructions
https://www.ncdor.gov/taxes/corporate-income-franchise-tax/corporate-tax-forms-and-instructions

lieu of ther social security numbetRreparers should also include their phone numbers in
the space provided.

Note: A taxpayer and the taxpayerods spouse, i
Department to discuss the return and attachmentstigtipaid preparer of the return by

checkng the applicable box in the signature area of the return. Importantly, the

aut horization applies only to the individu
Use Onlyo secti on oibndoebreotappd tothe fiim,ifahyyshowamut h o r
in the paid preparer section.

p. Nonresident aliens are required to file income tax returns at the same time they are required
to file their federal returns.

4. Substitute Returns (17 NCAC 01C .0601)

Any facsimile or substitute form must be approved by the Department prits tise. The
guidelines for producing substitute forms at
the Approval of Substitute Tax Forms\n electronic copy of the publication may be obtained

by making a requesbthefi Ve n d o r UrStaiapfigl@aboutforms@ncdor.gaor by calling

(919) 7542625.

If you usecomputergeneratedeturns, the software company is responsible for requesting and
receiving an assigned software developer identificatiamobtaina listof approved software
developersseeList of Approved Tax Forms of Software DevelopeBhotocopies of the

return are not acceptabl®et ur ns t hat cannot be processed
scanning equipment may be returned to the taxpayer with instructions to refile on an acceptable
form.

5. Federal Forms (17 NCAC 06B .0106)

Taxpayers must include a copy of their federal return with the NorthiGamturn unless
their federal return reflects a North Carolina address.

6. Extensions (17 NCAC 06B .0107)

If you cannotfile your North Carolina Individual Income Tax Retuffgrm D400, by the
statutorydue date of the return, you mapply for a st-monthextensionof time to file the
return Thestatutorydue date of the individual income tax return for calendar year taxpayers
is April 15", For taxpayers with a fiscal year end, ttatutorydue date of the individual
income tax reurn is the fifteenth day of the fourth month following the close of the fiscal year.

To receive an extension of tinefile your return you musfile Form D410, Application for
Extension for Filing Individual Income Tax Returny the statutorydue date of the return.
North Carolina does not accept any federal extension forms in lieu of the North Carolina
extension form. Without a valid extension, an individual income tax return filed after the


http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2001%20-%20departmental%20rules/subchapter%20c/17%20ncac%2001c%20.0601.pdf
mailto:allaboutforms@ncdor.gov
https://www.ncdor.gov/taxes/download-tax-forms-and-instructions/list-approved-tax-forms-software-developers
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.0106.pdf
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.0107.pdf
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions

statutory due date is delinquent and subject to interest and all &gplemalties provided by
law. Forinformationon applicable penalties and interesgtePenalties and Interest

You are not required to send a payment of the tax you expect to owe to receive an extension;
however, it will benefit you to pay as much as you can with thensidn request. An extension

of time may be granted even if the application for extension is not accompanied by a payment
of the tax due. However, an extension of time for filing a tax return does not extend the time
for paying the tax due. If you do npay the amount of tax due by thatutorydue date, you

will owe a ten percent (10%) late payment penalty interest.The late payment penalty will

not be due if you pay at least 90 percent (90%) of your tax liability through withholding,
estimated tax payments, or wiorm D-410by the statutory ale date.

If your return is complete by trstatutorydue date but you are not able to pay the tax you owe,

you should not request an extension. Instead, file your return by the due date and pay as much
tax as you can to minimize any penalties and inteleés. You must also file an extension if

you expect a refund but cannot file your return bystladutorydue date. You will not receive

your refund until you file your income tax return.

If you are required to file a North Carolina individual income tax return and you are out of the
country on thestatutorydue date of the return, you are gexhan automatic foumonth

extension for filing your North Carolina individual income taxreturh  y ou f i | | i n t
Count r yoPageiloforim®400n A Out of Countrydo means Yol
States and Puerto Rico and your main place of work is outside the United States and Puerto
Rico, or you are in military service outside the United States and Puerto Rico. The time for
payment of the taxs also extended; however, interest is due on any unpaid tax from the
statutorydue date until the tax is paid. If you are unable to file your income tax retuiin with

the automatic foumonth extension pead, an additional twamonth extension may be

obtained by filling in the circle at the bottom righteérm D-410. To receive the additional
two-monthextensionfForm D-410must be filed by August5.

You can apply for an extension and pay your tax online using the following options:

1 eFilei file Form D-410 and remit your tax payment using a tax professional or commercial
tax preparation softwaraeg list of approved eFile vendors). Using eFile allows you to
file federal and state forms at the same time or separately. Free eFile is available for those
who qualify.

1 Online File and Payi file Form D-410 and remit your tax paymentusingihe par t ment 0 s
website (no access to federal filing and paying).

If you are unable to apply for an extension gagyour tax online or if you want to file your
extension in paper formnypu cancreate gpersonalized Form 10, You may also pick up an
extension form at one of o@ffice Locationsor call the Department at877-2523052. For
more information on applying for an extensiprsee Extensionsand Frequently Asked
Questions about Filing an Application for Extension to File Your N.Qviddal Income Tax
Return



https://www.ncdor.gov/taxes/individual-income-tax/penalties-and-interest
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/file-pay/efile-individuals
http://www.dornc.com/electronic/individual/software.html
https://eservices.dor.nc.gov/d410/D410ContactServlet
https://eservices.dor.nc.gov/vouchers/d410.jsp
https://www.ncdor.gov/contact-us/office-locations
https://www.ncdor.gov/taxes/individual-income-tax/extensions
https://www.ncdor.gov/frequently-asked-questions-about/frequently-asked-questions-about-filing-application-extension-file-your-nc-individual-income-tax
https://www.ncdor.gov/frequently-asked-questions-about/frequently-asked-questions-about-filing-application-extension-file-your-nc-individual-income-tax
https://www.ncdor.gov/frequently-asked-questions-about/frequently-asked-questions-about-filing-application-extension-file-your-nc-individual-income-tax

7. Amended Returns

If you need toamendyour 2018 individual incometax retum, complete and fil§1l) Form D
400(fill in the applicableAmended Returwircle), (2) Form D-400 Schedule AM2018 North
Carolina Amended Scheduyl@nd(3) any applicable schedules (iorm D400, Schedule 8
fiForm D400 Schedule PNForm D400TC etc.)

For tax years 2015, 2016, or 2017, c o mp | et e a n dFofmi Di4@0, Form@400,y e ar 0 S
Schedule AMand any applicable schedules

For tax years 2012, 2013, or 2014, use the appropriate tax yéaForm D-400X for filing an
amended return.

For tax years 2009 through 2011, complete a corrected Form4®O0, Individual Incom&ax
Return with the amended indicator filled in for the tax yeaingamened Individuals must
also complete Form 400X-WS, Worksheefor Amending Individual Income Tax Return,
and attach it to the fromtf the corrected Form-00, Individual Income Tax Returio not
send a copy of the original return.

For tax year 2008 or prior, useForm D-400X, Amended North Carolina Individual Income
TaxReturn.Pr i or year s6 i ndi wandeobthined from tidmrtneat's r et u
website.

Generally, amended returns on which you owe additionaintastbe filed and the tax paid
within three years after the date on which dhiginal return was filed or within three years
from the date required baw for filing the return, whichever is laterAmended returns
requesting refund must be filed within thetatute oflimitationsfor refunds

If a taxpayer files an amended return with the Internal Revenue Service that contains an
adjustment that woulthcreasethe amount of State tax payable, the taxpayer must file an
amended North Carolina return withsix months of filing thedderal amended returri.the
taxpayer does not timely file the amended North Carolina return, the Department may propose
an assessment within three yetimsn the date the return was due to be filed or three years
from the date the federal amended return was fileth vilhe Internal Revenue Service,
whichever is later.If a taxpayer files an amended return with the Internal Revenue Service
that contains an adjustment that would decrease the amount of State tax plagadhlgayer

may file an amended North Carolina return subject to the requiremeBtS & 105241.6.

If the Internal Revenue Service makes changestomrd i v i d u eeturd, she ihdvidualr a |
must report the changes to the State by filingquaended return within six months from the

date the report from thHaternal Revenue Service is receiNmdthe taxpayerIf an individual

does not amend tH#&tae return to reflect the federal changes and the Departemzives the

report from the Internal Revenue Service, an assessmenbenmade by the Department

within three years from the date ofrecept t he report, and rdfuhde i ndi
which might havédeen due by reason of the change is forfeited.


https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/taxes/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/documents
https://www.ncdor.gov/documents
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.6
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.6

For more informationfiling an amenedtax return within the statute of limitationseeG.S.
8 105159 G.S. § 105241.6 G.S. § 105241.7 G.S. § 105241.8 G.S. § 105241.9 and the
Departmentés | mportant Notice dated July

. Tax Rate (G.S. 8 105-153.7)

The individual income tax rate 5549%xb for tax years beginning on after January 12017,

and beginning before January 1, 20E@rtaxable years beginning on or after January 1, 2019
the individual income tax rateill be reducedo 5.25% For more information,eeTax Rates
Schedules

. Time and Place for Filing (G.S. 8 105-155)

The statutorydue date for filing a calendar year eindividual income tax return is generally
April 15th of each yearFor taxpayers reporting orfiacal yearend(atax year ending on the
last day of any month othénan December), the due date for filing an individual income tax
return isthe 15th day of the fourtmonth following the close of thiscal year.For information

on when adocument is considered timefifed, seeDepartmental Directive TA6-1 and
Departmental Directive TAS1.

10

13,


http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-159
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-159
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.6
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.7
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.8
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.9
https://www.ncdor.gov/taxes/individual-income-tax/important-notices-and-frequently-asked-questions-0
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.7
https://www.ncdor.gov/tax-rate-schedules
https://www.ncdor.gov/tax-rate-schedules
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-155
https://www.ncdor.gov/taxes/withholding-tax/individual-income-tax-directives-main/individual-income-tax-directives-table-contents
https://www.ncdor.gov/taxes/withholding-tax/individual-income-tax-directives-main/individual-income-tax-directives-table-contents

Il FILING REQUIREMENTS

1. General (17 NCAC 06B .0109)

The minimum gross income filing requirements under North Carolina lawiffeeent from
the filing requirements under the Internal Revenue Code because North Camliwees not
allow the samstandard deductioamount as the Internal Revenue Code

2. Individuals Required to File a North Carolina Individual Income Tax Return
(G.S. §105-153.8)

The following individuals are required to file2®18 North Carolina individual income tax
return:

a. Every resident of North Carolina whogeossincome for the taxable year exceeds the
amountshown in the Filing Requiremen@hart for Tax Year 2@.in subsection 3or the
individual 6s filing status.

b. Every partyear resident who received income wrlaleesident of North Carolina or who
received income while a nonresidehtit was (1)attributable to the ownership of any
interest in real or tangible personal property in North Carplmg?2) derived from a
business, trade, profession, or occupationiezon in North Carolina, dB) derived from
gambling activities in North Carolina and whose tafaissincome for the taxable year
exceeds the amourghown in the Filing RequirementShart for Tax Year 2 in
subsecton3 or t he i ndtatwsi dual 6s filing s

c. Every nonresident who received income for the taxable year from North Carolina sources
that was(1) attributable to the ownership of any interest in real or tangible personal
property in North Carolingor (2) derived from a business, trade, f@ssion, or occupation
carried on in North Carolina, ¢8) derived from gambling activities in North Carolina and
whose totalgrossincomefrom all sources both inside and outside of North Cardtina
the taxable year exceeds the amalmwn in the Filig Requirement€hart for Tax Year
2018insubsection3 or t he individual ds filing status

3. Minimum Gross Income Filing Requirements (G.S. 8 105-153.8(a))

Resident individuals who have gross income that exceeds the North Carolina standard
deduction must file a North Carolina individual income tax retudonresident individuals

who have gross income that exceeds the North Carolina standard deductioreardgress
income derived from North Carolina sources must file a North Carolina individual income tax
return. The following Filing Requirements Chart shows the minimum gross income filing
requirements for tax year 2018.

Note: If an individual was not required to file a federal income tax return but had total gross

income inside and outside North Carolina that exceeds the amount shown in the Filing
Requirement€hart for Tax Year201B or t he i ndi vi duatetGaremusti | i ng
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be completed and attached to the North Carolina return to show how the federal adjusted gross
income and deductions were determined.

Filing Requirements Chart for Tax Year 2018

A Return is Required if Federal

Filing Status Gross Income Exceeds
(1) SINGIE..ceeieeeeeece e $ 8,750
(2) Married- Filing JOINt REtUIM.........uviiiiiieieieeeeeeceeeeeeeeeeee e $ 17,500
(3) Married- Filing Separate Return
If spouse does not claim itemized deductions............... $ 8,750
If spouse claims itemized deductians...............cceeeeiieee. 0
(4) Head of HousehOld..........coovvviiiiiiiiiiieeeeeeee, $ 14,000

(5) Qualifying widow(er) with dependent chilgBurviving Spouse} 17,500
(6) Nonresidentla ené é ¢ éééééééeéééeéeééeéeée. $0

. Joint Returns (G.S. 8 105-153.8(e)) (17 NCAC 06B .0112)

G.S.8105153.8(eyequiresamarried coupleo file a joint Statancome taxeturn if:

a. They file a joint federal income tax return, and

b. Both spouses are residents of North Carolina or both spouses had North Gaxaloie
income.

Generally, all other individualmayfile separate returns.

On joint returns, both spouses are jointly and severally liable for the tax due. However, a spouse
will be allowed relief from a joint State income tax liability attributableatsubstantial
understatement by the other spouse if the spouse qualifies for innocent spouse relief of liability
for federal tax attributable to the same substantial understatement by the other spouse under
Internal Revenue Code Section 6015.

A married caiple who files a joint federal income tax return may file a joint State return even

if one spouse is a nonresident and had no North Carolina income. However, the spouse required
to file a North Carolina return has the option of filing the State return asiad filing
separately. Once a married couple files a joint return, they cannot choose to file separate returns
for that year after the due date of the return. If an individual chooses to file a separate North
Carolina return, the individual must comi@eeither a federal return as married filing
separatelyreportingonlyt h at i n thcoma addudadudiians, or a schedule showing the
computation ot h a t i n skpavaie chcomé @nd deductions and attach it to the North
Carolina returnin addtion, a copy of the complete joint federal return must be included unless
the federal return reflects a North Carolina address.
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Itemized nonbusiness deductions of a married couple may be claimed by a spouse only if that
spouse was obligated to pay tkems and actually paid the amount during the year. In the
case of a joint obligation (such as mortgage interest and real estate taxes), the deduction is

allowable to the spouse who actually paid the item.
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. COMPUTATION OF NORTH CAROLINA TAXABLE INCOME

1. General (G.S. 8§ 105-153.4) (17 NCAC 06B.0014)

The starting point for determining North Carolina taxable income is feddjasted gross
income. Therefore, a taxpayer must determine federal adjusted gross income before beginning
the North Carolina return. If the taxpayer is not filing a federal income tax return, the taxpayer
must complete a schedule showing the compnatif federal adjusted gross income and
deductions. The taxpayer must attach the schedule to the North Carolina income tax return.

2. Additions to Federal Adjusted Gross Income (G.S. 8 105-153.5)
(G.S. 8 105-153.6)

Federal adjusted gross income must be increaseedrtginadditions to the extent the amounts
are not included in federal adjusted gross incorgaxpayermustreport the additions by
completing Part A oForm D400 Schedule North Carolina Supplemental Schedulbese
additions include the following:

a. Interest receivedrom notes, bonds, and othebligations of states other than North
Carolina and their political subdivisiondJnder this statute, an individual is required to
add the total of such interest to federal adjusted gross income even though the individual
may have incurred expenses in earning the intefidst addition includes that portion of
an exempt interest didend from a regulated investment company (mutual fund) that
represents interest on direct obligations of statther than North Carolinand their
political subdivisions. For more information, ee Taxable Status of Distributiorfsom
Regulated Investment Companies

b. A shareholder of an S corporation is required to make an addition to federal adjusted gross
income for the s haingam®thxdhartiiesS caporatiorepaid for b ui |
federal income tax purposes. Because the income subject to thim lgaiits tax is taxed
at both the S corporation and shareholder level for federal income tax purposes, federal law
allows the shareholder to dedtich e s h a pre ftata $haresof tileduilt gains tax to
provide relief from double taxation. North Carolidaes not impose a built gains tax;
therefore, there is no double taxation for Stat®me taxpurposes.

c. The amount by which the basis of property for federal purposes exceeds the basis for State
purposesnust be added to adjusted gross income in ¢ae that the property is disposed
of.

d. The amount required to be added un@e®.8 105153.6when the State decouples from
federal accelerated depreciation andezging.
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1. FederalAccelerated (Bonus) Depreciation

Taxpayersarerequired to add to federal adjusted gross income 85% of the amount
allowed as a bonus depreciation deduction under section 168(k) or 168(n) of the Code
for property placed in service during the yediis adjustment does not result in a
difference in basi of the affected assets for State and federal income tax purposes.

For most tax years prior 8018, a percentage of the federal bonus depreciation allowed
under sections 168(k) and (n) of the Code was required as dmaekido federal
taxable income or adjusted gross income, as appropiifaée addition was required
and made by a taxpayeahe taxpayer may deduct 20% of tlemount of thebonus
depreciation addback in the first five taxable years following the year the taxpayer is
requiredto include the addback in income.

For further guidang seeBonus AsseBasis andAdjustment for Bonus Depreciation

2. Section 179 Expensing Limitations

Beginning withtax year 2010, North Carolirtid not conform to the sam@odesection
179 expensing limitations allowed for federal income tax purposestead, North
Carolina ha separate dollar and investment limitations, as follows:

Tax Year NC Dollar Limitation NC .I n\_/est_ment
—_ Limitation
2010 $250,000 $800,000
2011 $250,000 $800,000
2012 $250,000 $800,000
2013 and forward $ 25,000 $200,000

In addition, aixpayers placing section 179 property in service during these ars
required to add to federal taxable income or federal adjusted gross inebitiegever

is applicable, 85% of the federal section 179 deduction in excess of the amount allowed
using the North Carolina limits shown in the above table. If an addsti@guiredand

made by a taxpaygthe taxpayer may deduct 20% of the section 179 lzalck in the

first five taxable years following the year the taxpayer is required to include the add
back in income.

For further guidnce, seéncome Tax Adjustments for Co@ection 179 Expenses

e. The amount of net operating loss carried to and deducted in arriving at adjusted gross
income on the federal retutimat isnot absorbed in that year awdl be carried forward to
a subsequent year.

f. The amountcontributed to an account in the Parental Savings Trust Fund of the State

Education Assistance Authority to the extent the amwaasideducted in a prior taxable
year undelG.S. 8§ 105134.6(d)(4)if this amount is withdrawn from the Parental Savings

15


https://www.ncdor.gov/adjustment-bonus-depreciation
https://www.ncdor.gov/income-tax-adjustments-code-section-179-expenses

TrustFund and not used to pay for the qualified expenses of the designated beneficiary
rolled into a qualified 529 ABLE accounin individual does not have to add to federal
adjusted gross income the amount of funds withdrawn if the funds are usedufpoaep
allowed under section 529 of the Code, as amended bgdbealTax Cuts and Jobs Act

of 2017.

g. North Carolina desnot conform to the federal provision that alkavtaxpayewho ha
attained age 702 to exclude from grossgacomethe amount of a qualified charitable
distribution from an individual retirement plan in lieu of claiming a charitable contribution
deduction forthe distribution Instead,the taxpayeris required to make an addition to
adjusted gross income underS. § 105153.5(c2)8) for the amount othe distribution
excluded for federal purposes.

Note: If an addition is required, the taxpayer may deduct the contribution amount added to
adjusted gross income as a North Carolina itemized deduction if the taxpayeMbbaiins
Carolinaitemized deductions.

h. The federal Tax Cuts and Jobs AtR017included a provision that provides a tax benefit
to a qualified investor who invests capital gains into Opportunity Zones as defined under
section 14002 of the Code. G.S. 8§ 105153.5(c2)was amended to add three new
subdivisions to decouple North Carolina from the Internal Revenue Code with respect to
the tax changes associated with investing in these zones. Subdivision (5) requires an
individual to add todderal adjusted gross income the amount of gain temporarily excluded
from the taxpayer 6s gr Qesfthe Codedbecause the gathavas s e C |
reinvested into a qualified Opportunity Fund as defined under the Code. The adjustment
made to fedral adjusted gross income does not result in a difference in basis of the affected
assets for State and federal income tax purpo&ashdivision (6) allows an individual to
deduct the amount of gain included in federal adjusted gross income under $4060&
2 of the Code to the extent the same i ncomi
taxable income in a prior tax yea®ubdivision (7) requires an individual to add to federal
adjusted gross income the amount of gain permanently excluded frt he t axpayer 6
income under section 140&Zof the Code because the gain was accrued from the sale or
exchange of an investment in an Opportunity Fund held for at least 10 yearsore
i nformati on, s EportdantiNeticd3sigdanm August Al ZD1S.

Note: Subdivision(4) of G.S. 8 105153.5(c) which required an addition to federal
adjusted gross income for gross income from domestic production activities that a taxpayer
excluded from federal taxable income under section 199 of the Internal Revenue Code, was
repealeceffective for tax year 2018The Tax Cuts and Jobs Acof 2017repealed section

199 of the Code making this adjustment no longer necessary.

3. Deductions from Federal Adjusted Gross Income (G.S. 8 105-153.5)
(G.S. 8§105-153.6) (17 NCAC 06B .0116)

Federal adjusted gross income may be decreased by the folld@dngtions to the extent the
amounts are included in federal adjusted gross incohtaxpayemayreport the deductions
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by completing Part B oForm D-400 Schedule SNorth Carolina Supplemental Schedule
These deductions include the following:

a. Interestreceived from notes, bonds, and otbkligations ofany of the following:
1. The United States or its possessions

Interest earned from obligatiotisat are merely backed or guaranteed by the United
States Government wil | not qualify for d
deduction from income will not apply to distributions which represent gain from the

sale or other disposition of the seti@s, nor to interest paid in connection with
repurchase agreements issued by banks and savings and loan associations. The
deduction will not apply to any portion of a distribution from an individual retirement
account (IRA) For more information, includig examples see Interest from
Obligations of the United States

2. TheState of North Carolina or any of its political subdivisioR®r more information,
including examples, sdacome from North Carolina Obligations

3. A nonprofit educational institution organized or chartered under North Carolina law

4. A hospital authoritreated undet.S.8 131E17.

b. Gain from the disposition of obligations issued before July 1, 1i@8®rth Carolina law
under which the obligations were issued specifically gtsrthe interest or gair{With
respect to North Carolina obligations issued after July 1, 1995, the income tax treatment
of gains from the sale or disposition of such obligations is the same for federal and State
purposes.)

c. Taxable portion of social security benefits received under Title Il of the Social Security
Act and any Tier | or Tier Il Railroad Retirement benefits received undeRafieoad
Retirement Act of 1937.

d. Refunds of state, local, and foreign income taxes.

e. Income earned or received by an enrolled member of a federally recognized Indian tribe if
such income is derived from activities on a federally recognized Indian reservation while
the member resided on the reservation. Intangible income having a sih#sresdrvation
and retirement income associated with activities on the reservation are considered income
derived from activities on the reservation.

f. The amount by which the basis of property for State purposes exceeds the basis for federal
purposesnust ke deducted from adjusted gross income in the year that the property is
disposed of The deduction can be claimed only in the year in which the property is
disposed.For more information, sé@onus Asset Basis
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. The amounreceived during the taxable year from one or more State, local, or federal
government retirement plans to the extent the amount is exempt from North Carolina
individualincome tax pursuant to a court order in settlement of any of the following cases:

1 Baileyv. State, 92 CVS 10221, 94 CVS 6904, 95 CVS 8230.
1 Emory v. State, 98 CVS 0738.
1 Patton v. State, 95 CVS 04346

For more information, se@ailey Settlement

. The amount allowed as a deduction un@eb. § 105153.6becausef an addion in a
prior tax yearfor federal accelerated depreciation and expenshay. more information,
seeBonus Asset Basis

1 An amount equal to 20% of the bonus depreciation deduction added to federal taxable
income or federal adjusted gross income on th&228114, 2015, 2016, and 20% State
returns. For more information, s@djustment for Bonus Depreciation

1 Anamount equal to 20% of the section 179 expense deduction added to federal taxable
income or federal adjusteggross income on the 2812014, 2015, 2016, and 20% State
returns. For more information, séecome Tax Adjustments for Code Section 179

Expense

The amount of income realized from the reacquisition of a debt instrument in tax years
2009 and 2010 that the taxpayer elected to deé&emclusion of in adjusted gross income
until tax year 2014 Such income deferred until tax year 2014 was requiréeé iacluded

in gross income ratably over a fiyear period. This deduction prevents the double
taxation of that income because North Carolina did not recognize the deferral and taxed
the income in the year of reacquisition.

The amount by which a dedisnt for an ordinary and necessary business expense was
required to be reduced or was not allowed in arriving at federal adjusted gross income
because the taxpayer claimed a federal tax credit for those expenses instead of a deduction.
The deduction is atwed only to the extent that a similar credit is not allowed against the
North Carolina income tax liability for the expenses.

. The amount allowed as a deduction un@e®. 8§ 105153.5(c2)(6) An individual may
deductthe amount of gain included in federal adjusted gross income under section 1400Z

2 ofthe Codetotheexteie same i ncome was included in =
taxable income in a prior tax yedfor moreinb r mat i on, s e elmpohamt Depar

Noticeissued on August 21, 2018.
The amount deposited during the taxable year to a personal education savings account

(APESAO0) u#laddr CArnpitelre 115C of the General
Savings Accounts. o
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m. The amounpaid to a taxpayer during the taxable year from the State Emergency Response
and Disaster Relief Reserve Fund for hurricane relief or assistance. A taxpayer may not
deduct any payment made to the taxpayer for goods or services provided by the taxpayer.

. North Carolina Child Deduction (G.S. 8 105-153.5(al))

In 2017 theGeneral Assembly amend&IS.8 105153.5t0 add new subsection (al) which
allows a taxpayer a deduction for each dependent child for whom the taxpayer is allowed a
federal child tax credit under section 24 of the Internal Revenue Cbaededuction replaces

the child tax credit allowed for previous tax years ur@e3.8 105153.10 As enacted, the

deduction amount is equal to the amount listed in the table below based on the taxpayer's AGI,
as calculated under the Code:

Filing Status AGI Deduction Amount
Up to $40,000 $2,500.00
Over $40,000
Up to $60,000 $2,000.00
Over $60,000
Married, filing jointly/Qualifying Up to $80,000 $1,500.00
Widow(erySurviving $ouse Over $80,000
Up to $100,000 $1,000.00
Over $100,000
Up to $120,000 $500.00
Over $120,000 $0.00
Up t0$30,000 $2,500.00
Over $30,000
Up to $45,000 $2,000.00
Over $45,000 $1,500.00
Up to $60,000
Head of Household
Over $60,000 $1.000.00
Up to $75,000 T
Over $75,000
Up to $90,000 $500.00
Over $90,000 $0.00
Up to $20,000 $2,500.00
Over $20,000
Single/Married, filing separately Up to $30,000 $2,000.00
Over $30,000
Up to $40,000 $1,500.00
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Over $40,000
Single/Married, filing separately Up to $50,000 $1,000.00
(continued) Over $50,000
Up to $60,000 $500.00
Over $60,000 $0.00

5. North Carolina Standard Deduction (G.S. 8 105-153.5(a)(1))

In calculating North Carolina taxable incona individual may deductrom adjusted gross
income eithethe North Carolina standard deduction or North Carolina itendeeldictiors,
whichever is applicable Beginning with the 2018 tax year, an individual may claim North
Carolina itemized deductions even if the individualgioet claim federal itemized deductions.
In previous tax years, individuattaimingthefederalstandard deductionere requiredo take

the North Carolina standard deductiorhis requirement was changefier Congress enacted
the TaxCutand Jobs Act (A TCJ Abe)TCIAiIncredsedheefadbralr 2 0 1
standard deduction &n amount greater than the North Carolina standard deduction.

The standard deduction for most individuals for tax P€d8 can be found in the chart located
below. Howeverthestandard deduction is zero for persons who are not eligible fedbeal
standard deéuction under section 63 of tiéode. You are not eligible for the federal standard
deductionif: (1) you are married filing a parate return fofederalincome tax purposes and
your spouse itemizes deductior®) you are a nonresident alien, or (3) you are filing a short
year tax return because of a change in your accounting peénagkneral, a nonresident alien

is an alien (not a U.S. citizemho has not passed the green card test or the substantial presenc
test.(For more information on the green card test éimel substantial presence test, see federal
Publication519, U.S. Tax Guide for Aliens)

N.C. Standard Deduction Chart for Tax Year 2018

If your filing status is: Your standard deduction is:
Single $ 8,750
Married filing jointly/Qualifying Widow(ery

Surviving Spouse $ 17,500
Married filing separately

If spouse does not claim itemized deductions $ 8,750

If spouse claims itemized deductions 0

Head of household $ 14,000
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6. North Carolina Itemized Deductions (G.S. 8 105-153.5(a)(2))

North Carolina itemized deductions are not identical to federal itemized deductions and are
subject to certain limitations. Specificallyo itemized deductions included on federal Form
1040 Schedule A are allowed as North Carolina itemized deduetioept qualified mortgage
interest, real estate property taxes, charitable contribymoedical and dental expensesd
repayment of claim of right income

Important. Individuals must complet&orm D400 Schedule S, Part, 0N.C. Standard
Deduction or N.C.temized Deductions, and attach the schedul&don D400 if N.C.
itemized deductios areclaimed.

The North Carolina itemized deductions are as follows:

a. Qualified Mortgage Interest and Real Estate Property Taxes. The sum ofqualified
home mortgage interest and real estate property taxes claimed under sections 163(h) and
164 of the Code, respectively, may not exceed $20,B00spouses filing as married filing
separately or married filing jointly, the total home mortgageradt and real estate taxes
claimed by both spouses combined may not exceed $20Fa0@pouses filing as married
filing separately with a joint obligation for home mortgage interest and real estate taxes,
the deduction for these items is allowable te #§pouse who actually paid ther.the
amount of the home mortgage interest and real estate taxes paid by both spouses exceeds
$20,000, these deductions must be prorated based on the percentage paid by each spouse.
For joint obligations paid from joirgccounts, the proration is based on the income reported
by each spouse for that taxable year.

Important. For taxable years 2018 through 2025, Code section 164 limits the amount of
the deduction fostate and local tax (SALT) payments$10,000 ($5,000 in the case of a
married individual filing a separate returnftate and local taxes include state and local

real property taxes, state and local personal property taxes, and state and local income taxes
(or state and local general esitaxes claimed in lieu of state and local income taXds)s,

an individual who files a North Carolina joint return with a spoassingle returnor a

return as head of househaithy not deduct more than $10,000 of real estate taxes paid or
accrued dor the taxable year as a North Carolina itemized deductonindividual who

files a North Carolina return as married filing separately may not deduct more than $5,000
of real estate taxesimportantly, if the taxpayer deducts the maximum $10,000 far re
estate taxes paid or accrued during the taxable year on the State return, the taxpayer can
also deduct up to $10,000 for mortgage expenses paid or accrued if the mortgage expense
meets statutory requirements.

If the aggregate amount of the SAlplymants exceeds $10,000 such that the taxpayer
cannot deduct the full amount of SALT payments on the federal tax return, and the amount
of property tax paid during the year exceeds $10,000, the taxpayer can deduct $10,000 in
real property tax paid for Statextpurposes.
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Example 1. An individualfiling a single returrhas a state income tax expense of $10,000
and a real property tax expense of $12,000. Under federal law, the taxpayer can only claim
$10,000 of the $22,000 ($10,000 + $12,000) as an itemized deduction. Under State law,
the taxpayer may claim $10,000 &af property tax paid.

Example 2. A married couple filing a joint retutmasa state income tax expense of $10,000
and a real property tax expense of $0,00nder federal law, the taxpayers can only claim
$10,000 of th&17,000 ($10,000 + $300) as a itemized deduction. Under State law, the
taxpayes mayclaim $7000 in real property tax paid.

. Charitable Contributions. Charitable contributions allowed as a deduction under section

170 of the Code are allowedn addition, ataxpayer whas required to make an addition

to federal adjusted gross income un@ef. § 105153.5(c2)(3)for the amount of a

qualified charitable distribution from andividual retirement plams allowed undeG.S.

8 105153.5(a)(2)at o i nclude as p aNorth Cardlina ¢hérimblet a x p a y
contribution deductiothe anount ofthe distribution that would have been allowed as a
charitable contribution deduction under section 170 of the Code had the taxpayer not
electedo take the income exclusion on the federal return.

Medical and Dental Expenses. Medical and dentaxpenses allowed as a deduction under
sectin 213 of the Codare allowed as a North Carolina itemized deduction

. Claimof Right Deduction. Under t he feder al f@kpayemho of Ri ¢
receivesncome under a claimfeight and withoutrestrictionon the use or dispositiaf

the income igaxed on that income in the year of receipt even though the right to retain the
income is not yet fixed or the taxpayeay later be required to return it.

Under federal law, if &axpayer is required to repay amounpreviously included in the
federal return in an earlier year, the taxpayer may be able to deduct the amouhorepai
take a tax credit. The amount of the repayment determines the options available to the
taxpayer. For further guidance egfederalPublication 525

For North Carolina tax purposes, a taxpayer is allowed a deduction for the repayment
the extent the repayment is not deducted in arrivibgtate t a adjpsiey grasdirscome

in the current taxable year. If the repayment is more than $3,000, the deduction is the
amount of the repaymentf the repayment is $3,000 or less, the deduction is the amount
of repayment less 2% of adjusted gross income

Forinfor mati on on how to compute the claim of
of Ri ght I ncomeo and ARepayment of Cl ai m ¢
Carolina Individual Income Tax Instructionsarm D-401).

No deduction is allowed if the taxpayer calculates the federal income tax in the year of
repayment under the provisions of Code section 1341(a)(5). In that case, a taxpayer will
recover the tax previously paid on the repaid income u@d8r8 105266.2 For more
information on the claim of right credit, s€&aim of Right Credit
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IV. BONUS ASSET BASIS

1. General (G.S. § 105-153.6(e))

Effective for tax yeardeginning on or after January 1, 2018xpayersare allowed a bonus
asset basis adjustment if an asset is transferrethariex basis of the asset carries over from
the transferor to the transferfee federal income tax purposes.

2. Definitions

1. Transferor. An individual, partnership, corporation, S Corporation, limited liability
company, or an estate or trust that does not fully distribute income to its beneficiaries.

2. Owner in a transferor. One or more of the following of a transferor:
1 A partner, shareholder, or member.
1 A beneficiary subject to North Carolina income taxation

3. Remaining life of theasset. The r emai ning years in the as
as determined under Section 168(c) of the Code.

3. Bonus Asset Basis Adjustments
A bonus asset basis adjustment is required when the following occur:
a. There is an actual or deemed transfer of an asset;

b. The tax basis of the transferred asset carries over from the transferor to the transferee for
federal income tapurposes; and

c. Each transferor or owner in a transferor that added bonus depreciation to its federal taxable
income or adjusted gross income, as appropriate, certifies in writing that they will not take
any remaining future State bonus depreciation dikahis associated with the transferred
asset.

When the above requirements are met, the transferee is eligible to deduct the remaining bonus
depreciation deductions associated with the transferred asset. An adjustment to federal adjusted
gross income is required for each year the asset with the bsseishasis is depreciated. In
addition, upon sale or other disposition of the asset, adjusted gross income must be increased
or decreased to account for any differences in the basis for State and federal income tax
purposes.
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4. Examples

For tax years 200through 2004 and 2008 throu@f18, a taxpayers required to make an

addition on the North Carolina return equal to a percentage of the amount of the bonus
depreciation deducted on the federal retuiifhe amount of the additiors then deducted

ratably over a future fivgear period.For example, a taxpayer maan addition on the014

North Carolina return for 85% of the bonus depreciation deducted @01ddederal return.

The taxpayemaythendeduct 20% of the amountdie addi ti on on each o
2015 through2019 North Carolina returns.

Pursuant td5.S. 8 105153.6(d) State adjustments for bonus depreciatiomot result in a
difference in basis for State and federal purposes, tiélexception of when a bonus asset
basis is created as described in #gastion.

Example 1. Taxpayer A purchased property on Januar30is, for $100,000.The property
gualifiedas 3year property for federalepreciation purposes. The property also qualified for

100% bonuslepreciation.On January 12018, the property was transferredaxpayer B in

an exchange resul ting ipropefyarangsfaryngorTaxpagesB.t ax b
Taxpayer A and all owners ihaxpayer A certified in writing that they would not take any
remainingbonus depreciation deductions associated with the property transferred.

Taxpayer AO0Os depreciation, b #5201 through@l7 St at e
are as shown below.

Taxpayer A (Transferor) 2015 2016 2017

Federal Bonus Depreciation $100,000| $ 0| $ 0
Federal Straight Line Depreciation 0 0 0
Federal Basis (after depreciation) 0 0 0
State Bonus Depreciatigkddition 85,000 0 0
State Bonus Depreciation Deduction 0| 17,000 17,000
State Basis 0 0 0

Taxpayer A is not entitled to a State bonus depreciation deductyeaias afte2017.

Taxpayer Bb6s federal tax basid$eandthe Statebonysr oper
asset tax basis is $51,000 calculated as follows:

Taxpayer AO6s- Original Basi s$$100,000
Less: Taxpayer AO0s Federal (IbDe@d eci ati on

Plus: State Bonus Depreciation Addition 85,000
Less: State Bonus Depreciation Deductions (34,000
State Bonus Asset Basis as of Janua018 $ 51,000
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Taxpayer Bo6s depreciation, basi s ,20l%anedas St at e
shown below.

Taxpayer B (Transferee) 2018

FederaBonus Depreciation $ 0
Federal Straight Line Depreciation 0
Federal Basis (after depreciation) 0
State Bonus Asset Basis 51,000
State Bonus Asset Basis Deduction 51,000
State Basis (after deduction) 0

Because there is no remaining life of the property pursuant to section 168(c), Taxpayer B is
entitled to a deduction i2018, the year of transfer, for the cumulative remaining bonus
depreciation deductions allowable to Taxpayer A at the time of tranBferefore, Taxpayer

B is not entitled to a State bonus asset basis deduction in yea204&er

Example 2. Taxpayer C purchased property on Janua014 for $100,000.The property

gualified as Byear property for federal depreciation purposEise property also qualified for

100% bonus depreciation. On Januar2d1§ the property was transferred to Taxpayer D in

an exchange resulting in Taxpayer Co6s tax b
Taxpayer C and all owners in Taxpayer &tified in writing that they would not take any
remaining bonus depreciation deductions associated with the property transferred.

Taxpayer CO0Os depreciation, ba20l4nd2045aeasSt at e
shown below.

Taxpayer C (Transferor) 2014 2015
Federal Bonus Depreciation $ 100,000 $ 0
Federal Straight Line Depreciation 0 0
Federal Basis (after depreciation) 0 0
State Bonus Depreciation Addition 85,000 0
State Bonus Depreciation Deduction 0 17,000
StateBasis 0 0

Taxpayer C is not entitled to a State bonus depreciation deduction in yeap9afer

Taxpayer DO6s federal tax basis in the proper
asset tax basis is $68,000 calculated as follows:

Taxpayer Cb6s- Original Basi s $100,000
Less: Taxpayer CoO0-s Federal De 1006000 at i on
Plus: State Bonus Depreciation Addition 85,000

Less: State Bonus Depreciation Deductions (17,000

State Bonus Asset Basis as of Janua016 $ 68,000
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Taxpayer D (Transferee) 2016 2017 2018
Federal Bonus Depreciation 0% 0| % 0
Federal Straight Line Depreciation 0 0 0
Federal Basis (after depreciation) 0 0 0
State Bonus Asset Basis 68,000 45,333 22,666
State Bonus Asset Basis Deduction 22,667 22,667 22,666
State Basis (after deductions) 45,333 22,667 0
Taxpayer DO6s bonus asset b20Kisealcdatedasliowson b eg
Remaining Bonus Depreciation of Transferor $68,000
Divided by the Remaining Life of the Asset + 3
Bonus Asset Basis Deduction $22,667
Taxpayer D is not entitled to a State Bonus Asset Basis deduction in yeaB)ager
Example 3. Taxpayer E purchased property on Janua01( for $100,@0. The property
gualified as Syear property for federal depreciation purposEise property also qualified for
50% bonus depreciation. On Januar2d13 the property was transferred to Taxpayer F in an
exchange resul ting i rthe preperyy drandgerringBd Baxpdyer ¥. b a s i

Taxpayer E and all owners in Taxpayer E certified in writing that they would not take any
remaining bonus depreciation deductions associated with the property transferred.

Taxpayer EOs

are as shown below.

depreciati on,

Taxpayer E (Transferor) 2010 2011 2012
Federal Bonus Depreciation 50,000| $ 0| $ 0
Federal Straight Lin®epreciation 10,000 10,000 10,000
Federal Basis (after depreciation) 40,000 30,000 20,000
State Bonus Depreciation Addition 42,500 0 0
State Bonus Depreciation Deduction 0 8,500 8,500
State Basis 40,000 30,000 20,000

Taxpayer E is not entitled to a State bonus depreciation deduction in yeaafter

Taxpayer Fo6s

feder al

t ax

bonus asset tax basis is $45,500 calculated as follows:

T a x p a yQriginalBass
Less: Taxpayer FOo-s
Plus: State Bonus Depreciation Addition

Feder al

Less: State Bonus Depreciation Deductions

basi s

i n t

$100,000
De p(80g0@Ji at i on

42,500
(17,009

State Bonus Asset Basis as of Janua013
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Taxpayer F (Transferee) 2013 2014
Federal Bonus Depreciation $ 0| $ 0
Federal Straight Line Depreciation 10,000 10,000
Federal Basis (after depreciation) 10,000 0
State Bonus Asset Basis 45,500 22,750
State Bonus Asset Basis Deduction 12,750 12,750
State Basis (after federal and State deductions) 22,750 0
Taxpayer FO6s bonus asset b28iSis alcubedias oltowso n
Remaining Bonus Depreciation of Transferor $25,500
Divided by the Remaining Life of the Asset + 2
Bonus Asset Basis Deduction $12,750

Taxpayer F is not entitled to a State Bonus Asset Basis deduction in yeag€ after

Example 4. Taxpayer G purchased property on JanuaB01(Q for $100,000.The property

beg

qualified as 16year property for federal depreciation purposé&be property also qualified
for 50% bonus depreciatiorOn January 12013 the property was transferred to Taxpayer H

in an exchange

r etaxubasis in the propenrty tfaresberpng o & axpayeoHs

Taxpayer G and all owners in Taxpayer G certified in writing that they would not take any

remaining bonus depreciation deductions associated with the property transterrdahuary

1,2015 TaxpayeH sells the property in a taxable exchange for $200,000.

b a s20KthroughR@l2 St at e

Taxpayer Gbs depreciation,

are as shown below.
Taxpayer G (Transferor) 2010 2011 2012
Federal Bonus Depreciation $ 50,000| $ 0| % 0
Federal Straight Line Depreciation 5,000 5,000 5,000
Federal Basis (after depreciation) 45,000 40,000/ 35,000
State Bonus Depreciation Addition 42,500 0 0
State Bonus Depreciation Deduction 0 8,500 8,500
State Basis 45,000, 40,000/ 35,000

Taxpayer G is not entitled to a State bonus depreciation deduction in yea2®aer

Taxpayer H6és federal t

ax ba

bonus asset tax basis is $60,500 calculated as follows:

Taxpayer Go6s- Original
Less: Taxpayer Go-=s
Plus: State Bonus Depreciation Addition
Less: State Bonus Depreciation Deductions

Basi s

Feder al

si s

n the

$100,000

De p(65¢0@0i at i on
42,500
(17,0009

State Bonus Asset Basis as of Janua3013
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Taxpayer H (Transferee) 2013 2014 2015

Federal Bonus Depreciation $ 0| $ 0| $ 0
Federal Straight Line Depreciation 5,000 5,000 0
Federal Gain (Loss) N/A N/A | 175,000
Federal Basis (after depreciation) 30,000 25,000 N/A
State Bonus Asset Basis 60,500 51,857 43,214
State Bonus Asset Basis Deduction 3,643 3,643 18,214
State Basis (after federal and State deductiong 51,857 43,214 N/A

2013and2014Bonus Asset Basis Deduction Calculation

Taxpayer HOs

Remaining Bonus Depreciation of Transferor
Divided by the Remaining Life of the Asset

bonus

asset

$25,500

b 20E3is salcudated as tollowso n

7

Bonus Asset Basis Deduction

2015State Deduction Calculation

At the ti me

shown below:

t he

property

$3,643 (rounded)

Federal State
Proceeds from the sale $ 200,000 $ 200,000
Tax Basis at the time of sale 25,000 43,214
Gain (Loss) 175,000 156,786

Taxpayer H is not entitled to a State boasset deduction in yeaafter2015
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V. BAILEY SETTLEMENT

As a result of the North @aleyo.lStata of Ndtin @arotnene Co u
and the settlement subsequently reached indasg¢, North Carolina may not tax retirement

benefits received by a retirder by a beneficiary of a retiree) from qualifying State, local, or
federalretirement systems if the retiree was vested in the retirement systéwagist 12, 1989.

For most government retirement systems, a pesswvaded if the person had five or more years

of creditable service ia qualifying State, local or federal retirement system as of Augu$9&9,

For certain retirement systems, the vesting period is less.

1. Qualifying State or Local Retirement System

The following retirement systems were designated as a North Carsiata or local
governmental retirement system:

System Law Creating the System

North Carolina Teacher g
Retirement System (TSERS)
Optional Retirement Program available to

G.S.8135, Article 1

administrators and faculty of the University of Nortk G.S.81355.1
Carolina system in lieu ofSERS
North Carolina Local Gd

G.S.8128, Article 3

Retirement System
North Carolina Consolidated Judicial Retirem
System

G.S.8135, Article 4

North Carolina Legislative Retirement System G.S.8120, Article 1A

North Carolina Disability Income Plan (both short

term and longerm disability benefits) G.S.5135, Article 6

North Carolina SupplementRletirement Income Plat G.S.8135, Article 5

North Carolina Supplemental Retirement Income P
for State Law Enforcement Officers

North Carolina Deferred Compensation Plan G.S.8143B426.24

G.S.8143166.30(d)

North Carolina National Guard Pension Fund G.S.8127A-40

North Carolina Sheriff s G.S.8143, Article 12H

North Carolina Register
Pension Fund

North Carolina Supplemental Retirement Plan for
Local Governmental Law Enforcement Officers
Separate Insurance Benefits Plan for State and Lo
Governmental Law Enforcement Officers

G.S.8161, Article 3

G.S.8143166.50(e)

G.S5.8143166.60
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([@))

North Carolina Firemen

Pension Fund G.S.858, Article 86

Session Laws 1947, Chapter 92

([@))

Charl otte Firefighters

8 6(c)
Firemenodés Suppl ement al Session Laws 1971, Chapter 6
WinstonSal em Pol i ce Of f i c el SessionLaws 1939, Chapter 24

New Hanover County Schg
Retirement Plan

Session Law4979 Chapter 1307

N o | ocal gover nment optional contribkauti on
Retirement Income Plan and Deferred Compensation Plan, were afforded tax exemption prior
to August 12, 1989. Therefore, retirement benefits from local government optional
contribution plans (such as local government 457 plans) are not sulbjgatédtax exemption.

Teachers and ot her empl oyees of North Caro
contributing to optional contribution plans established pursuant to section 403(b) of the Code.
Distributions from these plans may not be excluded from taxable incomethadeattlement.

The fAspecial separation allowanceodo E&8d to r
143-166.41and reported on federal Form-2\Woes not qualify for exclusion undBailey.

. Vesting Period for Qualifying State or Local Retirement Systems

The general rule is that a participant in a qualifying State or tetiaément system is vested

if the participant had five or more yearscoéditable service as of August 12, 198®wever,

the general rule doa®ot apply to qualifying optional contribution plans or to certain other
gualifying plans.

Participants in the Stat e s(IntSrmapReVvesum€Eate & | Re
401(k)) or the St at Rang$Code & 45&)rane eedted@hdha planrasat i or
August 12, 1989, if thegontributed or contracted to contribute to the plan by August 12, 1989.

If the participant contributed any money to a plan before AugRst1289, allfuture

withdrawals from that plan are excludable from tax. Contributiorme plan prior to August

12, 1989, do not qualify contributions to thther plan as vestediFor example, if a State

employee began contributing the 8401(k) plamiJune 1989, and to the 8457 plan in October
1989,the employee is vested only in the 8401(k) pRarticipantsinth&t at eds Suppl en
Retirement | ncome Pl Lompenmsation Plam m&/thave ehdsen abDe f er
annuity as an investment optio In some cases, they receive the annuity payments and the
subsequenttax information statement from the annuity company instead of the plan
administrator.These amounts also qualify for future tax exemption ifétieee was vested.

Participantsinie Nort h Carolina Fir e mefedson Fumdcare Re s c u

vested as of August 12, 1989, only if the individual bath five years of service and had paid
five years of contributions to the plémy August 12, 1989.Sheriffs receiving benefitsom
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the NorthCarolinaSher i ff sd6 Suppl ement al Pension Fund
benefits from the North Car oPensionaFung argveseder s ¢
as of August 12, 1989, only if the sheriff or tlegister of deeds (natdeputy or assistant) had

five years of service assheriff or a register of deeds and five years of participation in the
LocalGover nment al Empl oyeesd Retir eoyugust123y st em
1989.

An employee in a qualifying State tocal governmental retiremesystem who was vested
prior to August 12, 1989, and who leavaraployment remains vested if the employee later
returns to work, providethe employee did not withdratvh e e m pcontilyugorsdosthe
retirementsystem. If the employee withdrevhe contributions, the employes no longer
vested in the retirement system, even if the empleybsequently buys back the service time,
unless the employee returnedeimployment in time to become vested again before August
12,1989.

. Qualifying Federal Retirement Systems

The following retirement systems were designated as a fedev@rnmental retirement
system:

1 Federal Civil Service Retirement System

1T Feder al Empl oyeesd Retirement System

1 Lighthouse Retirement System

1 Thrift Savings Plan

1 Foreign Service Retirement and Disability System and Pension System

1 Military Retirement System

1 Coast Guard Retirement System

1 Central Intelligence Agency Retirement System

1 Commissioned Corps of the Public Health Service Retirement System

T Comptol | ersé6 Gener al Retirement Pl an

1 Judicial Plans & Pay for Federal Judges Treated as Retirement Pay by Federal Law,
including:
- Judicial Retirement System
- Judici al Survivorsd Annuities System
- Court of Federal Claims Judgesd Retiremen
- Court of Veterans Appeals Judgesdé Retiren
- Judicial Officerso6 Retirement System (for
- United States Tax Court Retirement Plan
- United States Tax Court Survivorsod Annui t
- Retirement Plans for Dasct Court Judges for the Northern Mariana Islands, the Virgin

Islands, and Guam

- Court of Appeals for the Armed Forces Judges Retirement System

1 National Oceanic and Atmospheric Administration Retirement System

1 Tennessee Valley Authority Retirements&m and TVA Savings and DeferRetirement

Plan
1 Financial Institutions Retirement Fund (Office of Thrift Supervision Employees)
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Federal Home Loan Bank Board Retirement Systems
Federal Home Loan Mortgage Corporation Plan
Federal Reserve Employees Retirairiélans and Thrift Plan
Nonappropriatedund plans, including:
- Retirement Annuity Plan for Employees of Army and Air Force Exchange Service
- Supplemental Deferred Compensation Plan for Members @xbeutive
Management Program (Army and Air FoiEechange Service)
- Nonappropriated Fund Retirement Plan for Civilian Employees
- United States Army Nonappropriated Fund Retirement Plan
- Retirement Plan for Civilian Employees of United States Marine Corps Morale,
Welfare, and Recreation Activiseand Miscellaneoudonappropriated Fund
Instrumentalities
- Navy Exchange Service Command Retirement Plan
- Navy Nonappropriated Fund Retirement Plan for Employees of Civilian Morale,
Welfare, and Recreation Activities
- Norfolk Naval Shipyard Pensiddlan
- Retirement Savings Plan and Trust for Employees of the Army and Air Force
Exchange Service
- Coast Guard Nonappropriated Fund Retirement Plan
1 District of Columbia Police Officers and Fi
(including pyments to Secret Service and U.S. Park Police covered by the Fund)
District of Columbia Teachers6é6 Retirement
District of Columbia Judgesd Retirement Fu
Uniformed Services University of the Health Sciences Plan
Smithsonian Institution Defined Contribution Retirement Plan
USDA Graduate School Plan

= =4 =4 -4

= =4 =4 -4 -9

. Vesting Period for Qualifying Federal Retirement Systems

Generally, participants in the qualifying federal retirement systems kdiede, including
military retirees,are vested for purposes of the settlemktiiey had five or more years of
creditable service as of August 12, 198Bhe general rule, however, does not apply to the
Thrift Savings Plan.

The Thrift Savings Plan has both an employee and an emploggranent. The employee
component i s simil ar 8t4%7 plans and Slows the énsployde tat 0 1 ( k
voluntarily contribute to the PlanThe employee is vested in the employee component if the
employee firstmade a contribution to the plan prior August 12, 1989. The employer
component includes both contributions by the employer of a fpedentage of the

empl oyeeds salary and tbatr mbhotchondfhebemphey
contributions. The employee is alseested in the eployer matching contributions if the

employer first madamatching contribution prior to August 12, 1988n employee is vested

in the employer fixed component only if the employee had three yeseswate (two years of

service for certain highly randleemployees) as dkugust 12, 1989.0ne exception to the

threeyear rule is that an employaédo died prior to completing the mandatory three years is

still consideredrested if the date of death was on or before August 12, 1989.
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As explained above, isipossible for a participant in the Federal Tha#vings Plan to be
vested as of August 12, 1989, in some componerttggilan while at the same time not being
vested in other componenfheannual tax information statement (federal Form 1B9@oes

not distinguistbetween the various components when reporting the amount distriluieg

the year; therefore, the recipient cannot readily determine the anooextlude from North
Carolina income taxWhen a participant in the plareases employmerthe recipient should
request a statement that identifiee cash balances in the various components. To determine
the properamount to exclude, the recipient should multiply the annual distribiyoa
fraction, the numerator of which is the balanceha components iwhich the recipient is
vested as of August 12, 1989he denominator ahe fraction is the total cash balance of all
components. That same fractiiil be used for each year the recipient receives distributions
from the plan.

. Rollover Distributions with Respect to Bailey Retirement Plans — General

The Economic Growth and Tax Relief Reconciliation Act of 2001 mmageerous changes

with respect of pension portabilityAll distributions from a qualifyingBailey retirement
account in which the employeel/retiree was 1\
State income tax regardless of the source of the funds contained in the actouvegrsely,

gualifying taxexempt Bailey benefits rolled over into anotheetirement plan lose their

character and would not be exempt upon distribution from the other plan unless that plan is a
gualifying Baileyretirement account in which the employee was vested as of August 12, 1989.

For more information, se@epartmental Directive PID4-1. For special rules regarding the
Optional Retirement Program, seepartmental Directive PDO-1.

. Bailey Retirement Plan Rollover Distribution to a Roth Account

Effective January 1, 2008, distributions from qualified retirement plans could be rolled over

into Roth IRAs. Qualified retirement plans include 401(k), 403(b), and 457 pharslover

distribution to a Roth account is generally taxable at the tintfeeabilover and the subsequent
distributions from the Roth account are generally not taxdbtie rollover to a Roth account

is from a qualifying tasexemptBaileyretirement account, the rollover distribution is exempt

from State income tax and dedb&t on the State return to the extent the rollover distribution

was included as income on the taxpayeros fed

For more information, sdeepartmental Directive PI4-1.

. Transfers between Supplemental Retirement Plans and North Carolina State or
Local Retirement Systems

Session Laws2007384 and 2010124, enacted legislation that provided for a Special
Retirement Allowance for Law Enforcement Officers and other North Carolina state and local
government employees. This Special Retirement Allowance provided these employees or
retirees the option to transfaccumulated contributions from their Supplemental Retirement
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| ncome Pl an or Deferred Compensation Pl an
Retirement System (TSERS) and/or the Local
(LGERS). The law specificallgtates that these transfers do not cause the contributions to lose

their status as being either qualifying exemptBailey benefits omon-qualifying benefits.

The Teachers6é and State Employeesd Retireme
taxable amount, if any, and will report this information to the retiree.

. Benefits from Other Retirement Plans

Effective for taxable years beginning on or after January 1, 2014, dher® deductions
available for distributions from private retirement planggovernment retirement plans that
do not qualify as taxexemptBailey benefits.
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VI. NET OPERATING LOSSES

1. General

Prior to 1989, North Carolina law provided a measure of relief to individual income taxpayers
who incurred economic misfortune by allowing losses qualifying as net economic losses
(NELs) as defined by G.8.105147(9)(d)(2) to be carried forward addducted from future

gross income. With the adoption of federal taxable income as the starting point in determining
North Carolina taxable income in 1989, net operating losses (NOLS) were recognized for State
individual income tax purposes. The primaryfeliénces between NOLs and NELs are (1)
nontaxable income is used to reduce the amount of an NEL but is not used to reduce the amount
of NOL, and (2) NELs can only be carried forward while NOLs can be carried back and/or
forward.

The American Recovery ariReinvestment Act of 2009 (ARRAmended Internal Revenue
Code Section 172(b)(1)(H) to allow &tigible Small Business (ESB) to elect to carry back a
2008 NOL fora period of three, four, or five years rather than the standard two(p&dRA
election). AnESB is defined in Internal Revenue Code Sectio?(b)(1)(H).

The Worker, Homeownership, and Business Assistance Act of (@OBBAA) modified the
ARRA by allowing businesses of every sizectory back 2008 or 2009 NOLs for up to five
years preceding thaxableyear of the NOL, but with a 50% of federal taxable income limit
on NOL offsets in the fifth year, and 100% of all income in the remaining ¢aaty back
years. The election may be made in either 2008 or 2009not both years. However, a
taxpayer who incurs an NOL from aBSB and makes an ARRA election for 2008 may also
make a WHBAAelection for 2009.

Beginning with tax year 2012, North Carolina adopted federal adjgstess income as the
starting point in determining North Carolina taxalleome. Since the elements involved in
computing the NOL are includeid the calculation of federal adjusted gross income, this
change did nabave any effect on the treatment of the NOL when determining Kentblina
taxable income. The law does not requor permit a separatalculation of an NOL for State
purposes. The amount of NOL remaihs same for State and federal purposes. An NOL must
be carried to theame tax year(s) for federal and State individual income tax purposes.

Note: The Tax Cuts and Jobs Act of 2017 (ATCJAO
NOL rules. Historically, NOLs could generally be carried back for up to two years and forward

for up to twenty years. After the enactment of the TON@Ls arising in &x years ending

after 2017 can only be carried forwdod most taxpayersExceptions apply to certain farming

losses and NOLs of insurance companies other than a life insurance conmpaoytantly,

for NOLsarising in taxable years beginning after Braber. 31, 2017, federal law limits the

amount of the NOL éduction. For morenformation on determininfederalNOLSs, seethe

IRS website anéRS Publication 536.
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2. Determining Net Operating Losses

Because federal adjusted gross income is the startimg for determining North Carolina
taxable income, the amount of NQletermined for federal income tax purposes is also the
NOL for Stateincome tax purposes. Although adjustments to federal adjustedigcosse

may be required which cause North Caralitaxable incomeo be different than federal
adjusted gross income in the year the logsdsrred, the law does not require or permit a
separate calculation of &OL for State purposes. The amount of NOL is the same for State
andfederal purposeddowever, a nonresident or payear resident must makan additional
calculation to determine the portion of the total NOL tedtom North Carolina sources.

3. Net Operating Loss Carryovers

Because federal adjusted gross income is the starting poidetermining North Carolina

taxable income, generally the amountN§L carried over and absorbed for federal purposes

is the same amourtar ri ed over and deducted for St at
amount of NOL carried to a year less the amouN@E carried forwardrom that year. If, in

the year to which the loss is carried, adjustmangsrequired to the State return which result

in the taxpayer not receivirigll benefit of the carryover, no additional carryover of the portion

of theloss notresulting in a benefit is permitted.

For an NOL carried over to taxable years beginning prior to Janu@§14, or to taxable
years beginning on or after January 1, 2@I®l not completely absorbed for federal purposes,
an addition tdederal taxable ofederal adjusted gross income is required on the Bifatm

for the amount of NOL carried forward from that year.

Example. A taxpayer incurs an NOL of $75,000 2015 Thetaxpayer amends hi2013
federal return to carry back the NOL amheducts thentire loss in arriving at federal adjusted
gross incomeOnly $50,000 of the loss is absorbed and $25,000 is carried forovdre2014
federal return. To determine North Carolina taxableome, the taxpayer must make an
addition to federal adjustegtossincome, as amended, of $25,000 on his ameg@&8State
return.

For an NOL carried over to tax year 20442015 an addition is not requirealen if the NOL
is not absorbed for federal purposes.

4. Effect of Residency Status on Net Operating Losses

As stated earlier, the amount of NOL carried over and absorbéstiEmal tax purposes is also
the amount carried over and deductedState tax purposes.

If the taxpayer is a nonresident or a pagar resident in the year tiNOL is incurred and a
resident in the year to which the loss is carried,tthgayer receives the full benefit of the
deduction, regardless of whethke NOL resulted from North Carolina source activities.

If the taxpayer is a resident in the year the NOL is incurred amshi@sident or paiyear
resident in the year to which the loss is carried,taxpayer may subtract the entire portion of
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the NOL carried oveand absorbed for federal purposes that year from both the nunzerdtor
denominator of the fraction used to cdsta North Carolina taxableacome for nonresidents
and paryear residents.

If the taxpayer is a nonresident or a pagar resident in the year tiNOL is incurred and a
nonresident in the year to which the loss is cartleglfaxpayer must determitiee percentage

of the NOL that was fronNorth Carolina sources. The percentage is then multiplied by the
amountof NOL absorbed for the year to which the loss is carried. The numefaberfraction
used to calculate North Carolina taxable income isaedloy the result while the denominator

is reduced by the portion of the totdOL carried over and absorbed in that year for federal
purposes.

Example 1 A nonresident taxpayer incurs an NOL of $100,002045 $70,000 of which is
from North Carolina surces. The portion ofthe NOL that is from North Carolina sources is
.70 ($70,000 dividedby $100,000). If the taxpayer carries the loss back2@l3when the
taxpayer was a nonresident and absorbs $40,000 in that year, the pbttiahloss deemed
to be from North Carolina sources and subtrattatetermining the numerator of the fraction
is $28,000 ($40,000 x .70yhe denominator is reduced by the entire $40,000.

If the taxpayer is a nonresident or a pgear resident in the year tINOL is incured and a
partyear resident in the year to which the lossagied, the taxpayer must first compare the
amount of income taxabte North Carolina while a resident to the amount of NOL absorbed
for federal purposes in the year to which the loss isezhrif the amounbf NOL absorbed in

the year is less than the amount of income taxalorth Carolina while a resident, the entire
portion of the NOL carriedbver and absorbed for federal purposes is used to reduce the
numeratorof the fraction usedo calculate North Carolina taxable incom#.the amount
absorbed in the year is greater than the amount of income taxatdea resident, the amount

of absorbed NOL remaining after subtractihg income taxable while a resident is multiplied
by the grcentage othe NOL that is from North Carolina sources to determine any additional
NOL that may be used to reduce the numeraitve denominator iseduced by the portion of
the total NOL carried over and absorbedhat year for federal purposes.

Example 2 A nonresident taxpayer incurs an NOL of $100,00Q@005 No portion of the
NOL is from North Carolina source3hetaxpayer carries the loss backA@l 3when he was
a partyear residenand $50,000 of his total income was taxable to NortiolPa. $40,000f
the NOL is absorbed i2013 The numerator and denominator @egluced by the entire
$40,000.

Example 3 A nonresident taxpayer incurs an NOL of $100,00Q015 No portion of the
NOL is from North Carolina source3.hetaxpayer caies the loss back 2013when he was

a partyear residenand $50,000 of his total income was taxable to North Carolina while a
resident. $80,000 of the NOL is absorbe@@13 The numerator iseduced by $50,000 and
the denominator is reduced by thaiee $80,000.

Example 4 A nonresident taxpayer incurs an NOL of $100,002045 $70,000 of which is
from North Carolina sourcesThe portion ofthe NOL that is from North Carolina sources is
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.70 ($70,000 divided b$100,000).The taxpayer carries the loss bacR@i3when he was a
partyear resident and $25,000 of his total income was taxable to Kantblina while a
resident. $40,000 of the NOL is absorbed2013 The numerator is reduced by $35,500,
calculated as follows$25,000+ ($40,000$25,000) x .70. The denominator is reduced by the
entire$40,000.

. Claiming a Net Operating Loss

a. Carrying back an NOL. For federal tax purposes, a taxpayer carrying back an NOL may
use federal Form 1040X or, if a refund is due, federal Form 184&h Carolina does not
have a form similar to federal Form 1045; therefore, the taxpayer must file an amended
North Carolinaincome taxreturnto carry backan NOL For more informationsee
Amended ReturnsA copy of federal Form 1045, including Schedule A, must be provided
with the amended North Carolina return for each year to which thesloagied back. For
any year in which the loss is carried back but not completely absorbed, a copy of Schedule
B of federal Form 1045 must also be provided. In lieu of federal Form 1045, a worksheet
containing the same information as federal Form 104B6dsptable.

b. Carrying an NOL forward. For federal tax purposes, a taxpayer carrying an NOL
forward reports the | oss as AOther I ncomeo
1045, Schedule A, or similar worksheet identifying the year in which @lewWas incurred
and showing how the NOL was calculated must be attached to each State return to which
the loss is carried over. For any year in which the loss is carried over but not completely
absorbed, a copy of the Worksheet for NOL Carryover includéedderal Publication 536
or a similar worksheet must also be provided.

c. Nonresidents and part-year residents. A taxpayer who is a nonresident or pgear
resident in the year to which an NOL is carried over must include a schedule showing the
calculation of the amount subtracted in arriving at the numerator of the fraction used to
determine North Carolina taxable income.

. Statute of Limitations

For both State and federal tax purposes, the period of time in which a taxpayer may claim a
refund resulting from the carryback of an NOL is extended beyond the general period of
limitations for claiming a refundThe period of time for claiming a refuicom the carryback

of an NOL expires three years after the date the return is due, including extensions, for the year
in which the loss is incurred, not the year to which the loss is caffmdexample, a calendar

year taxpayer who incurs an NOL in tgear2018 and files the2018 return by April 152019,

has until April 152022, to file a claim for refund for tax ye&016 because of the carryback

of the NOL.

. Calculation of Interest on Overpayments

For State purposeBiterestaccrues on an overpayment of individual income tax from a date
45 days after the latest of the following: (1) the date the final return is filed; (2) the date the
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final return was due to bédd, including extensions; (3) the date of the overpayment, until the
refund is paid.The date of the overpayment of a tax is determined in accordance with section
6611(d), (f), (g), and (h) of the Internal Revenue Code.

When a taxpayer claims a reflimesulting from the carryback of an NOL, the date of the
overpayment is the later of the date the income tax return for the year in which the loss was
incurred is filed; the date the income tax return for the year in which the loss was incurred was
due tobe filed, not including extensions; or the date the claim for overpayment is filed.

Example 1. A taxpayer incurred an NOL during tax year 80The taxpayer filed their 281
return on April 1, 209, without an extensionOn September 1, 201the taxpayer filed an
amended return to carryback their NOL to tax yea6201

In this case, the date the return was filed is April 1,92@ie date the returwas due to be

filed is April 15, 2019; and the date of the overpayment is September B. 28ihce interest
accrues from a date 45 days after the later of: (1) the date the final return is filed; (2) the date
the return is due to be filed, including extensions; or (3) the date of the overpayment, interest
will begin to accrue on the overpaymdltdays after September 1, 201f the overpayment

is refunded within 45 days, no interest will accrue on the overpayment.

Example 2. A taxpayer incurred an NOL during tax year 801The taxpayer filed an
extension to file their 2@lreturn extending the due date of the return to October 19, ZDi
September 1, 2@] the taxpayer filed their 2@lreturn and aramended return to carryback
their NOL to tax year 28

In this case, the date the return was filed is September @, @@ldate the return was due to

be filed is October 15, 2@1and the date of the overpayment is also September 9, 3ice
interest accrues from a date 45 days after the later of: (1) the date the final return is filed; (2)
the date the return is dte be filed, including extensions; or (3) the date of the overpayment,
interest will begin to accrue on the overpayment 45 days after October 85, 201
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VII.

NONRESIDENT AND PART-YEAR RESIDENTS

1. Definition of Resident (G.S. § 105-153.4(b)) (17 NCAC 06B .3901)

G.S.8105153.3(15def i nes a resident as fian individua

time during the taxable year or who resides in this State during the taxable year for other than

a

temporary or transitory purpose. o

In the absence of comaging proof to the contrary, an intlual who is presentvithin North
Carolina for more than 183 dagaring the taxablgearis presumed to be a resident for income

tax purposedut the absence of an individual from the State for more than 183 days raises no
presumption thathe individualis not a resident.

A resident whanovesfrom the State during a taxable year is considered a residdlutrtbf
Carolina until the individuahas both established a definite domicile elsewhere and abandoned
any domicile in North CarolinaA taxpayer may have several places of abode in a year, but at
no time can an individual have more than one domicile. A mere intent or desire to make a
change m domicile is not enough; voluntary and positive action must be takka.fact of
marriage does not raise any presumption as to domicile or residence.

Listed below are some of tifi@ctors to be considered in determining the legal residence of an

individual for income tax purposeAs I mpl i ed by the | ist of fa

legal state of residence is reflected more by the routine events of life rather than events such

as voting or obtaining a dr itveightgears.|l i cense wh
. Pl ace of birth of the taxpayer, the taxpa

. Family connections and close friends.

. Address used for federal tax returns, military purposes, passdorts, ver 6 s | i

vehicle registrations, insurance policies, professional licenses or certificates,
subscriptions for newspapers, magazines, and other publications, and monthly
statements for credit cards, utilities, bank accounts, loans, insurance, ahaniill

or item that requires a response.

. Civic ties, such as church membership, club membership, or lodge membership.

. Professional ties, such as licensure by a licensing agency or membership in a business

association.

. Payment of state income taxes.

. Place of employment or, if seimployed, place where business is conducted
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9. Location of healthcare providers, such as doctors, dentists, veterinarians, and
pharmacists.

10. Voter registration and ballots cast, whether in person or by absentee ballot.
11.0casi onal visits or spending onef6s | eave

12.Ownership of a home, insuring a home as a primary residence, or deferring gain on the
sale of a home as a primary residence.

13. Location of pets.

14.Attendance of the taxpayerr t he taxpayero6és children at
universities on a basis of residentaking advantage of lower tuition fees.

15.Locati on of activities for everyday dhon
haircuts, video rentals, dry cleaninfyeling vehicles, and automated banking
transactions

16. Utility usage, including electricity, gas, telecommunications, and cable television.

Listed below are some of tHactorsto consider in determiningvhen residency makave
changed:

1. Selling a housand buying a new one.
2. Directing U.S. Postal Service to forward mail to a new address.

3. Transferring family medical records to a new health care provider.

4. Notifying senders of statements, bills, subscriptions, and similar items of new address.
5. Registering a vehicle in a new jurisdiction.

6. Transferring memberships for church, health club, lodge, or similar activity.

7. Applying for professional certifications in a jurisdiction.

A legal resident of North Carolina serving in the United States AFoecks is liable for North
Carolina income tax and North Carolina incotag should be withheld from military pay
whetherthe individualis stationed irthis State or in some other state or country.

An individual who enters military service whileg@sident of NorttCarolina is presumed to be
a resident of this State for income tax purpoBesidency in this State is not abandoned until
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a definite residence isstablished elsewher&o change residency, trservicenembermust
not only be present ithe new location with the intention of makirthe new location the
ser vi c e oommile,dut dusstactually establish thahe servicemembédras done so.

. Nonresident (17 NCAC 06B .3902)

Generally. G.S. 8 105153.3(11)d ef i ne s a Anonresidento as i a
resident of [Theaarn ihcludesan mdividmah | . 0

a. Who resides ilNorth Carolina for a temporary or transitory purpose and is, in fact, a
domiciliary resident of another state or countny;

b. Who does not reside in North Carolina but has income from sources within North
Carolina and is, in fact, a domiciliary residefi@another state or country.

Under the ServicememlBrCivil Relief Act, a member of the Armed Services who is a legal
resident of another state stationed in North Carolina by virtue of military orders is not subject
to North Carolina income tax on sezgipay but other income from employment, a business,
or tangible property in North Carolina is subject to North Carolina income tax.

Military Spouses. The Military Spouses Residency Relief Act of 2009 amended the

Ser vi c e ntainRebef Acsto provide that a spouse shall neither lose nor acquire
domicile or residence in a state when the spouse is present in the state solely to be with the
servicemember in compliance with the rservic
domicile is the same for both the servicemember and the spouse.

Therefore, effective for tax years beginning on or after January 1, 2009, the income earned for
services performed in North Carolina by a spouse of a servicemember who is legally domiciled
in a state other than North Carolina is not subject to North Carolina income {ax fifie
servicemember is present in North Carolina solely in compliance with military p(@etse

spouse is in North Carolina solely to be with the servicemenaret (3) the spouse is
domiciled in the same state as the servicemember. All three of the conditions must be met to
gualify for the exemption.

There is no presumption as to the residence of a spouse of a member of the armed forces
because of marriage. Legakidence will be determined based on the facts in each case.

For more information, sekctive Military andFrequently Asked Questions about the Military
Spouses Residency Relief Act of 2009

. Part-Year Resident (G.S. 8 105-153.4(c)) (17 NCAC 06B .3903)

An individual who movesheirdomicile (legal residence) into or outldbrth Carolina during
the tax year is a payear resident.
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4. Taxable Income of Nonresidents and Part-Year Residents (G.S. § 105-153.4)
(G.S. 8§ 105-153.4(d)) (17 NCAC 06B .3904)

Nonresidents and payear residents are required to prorate their fe@deljalsted gross income
to determine the portion that is subject to North Carolina tax.

The taxable income of a nonresident subject to North Carolina income tax is determined by
first calculating federal adjusted gross income as calculated under thalliiReuenue Code,
adjusted as provided und@rS.8 105153.5andG.S.8 105153.6 The result is multiplied by

the percentage obtained when dividing the portion of total federal gross income derived from
North Carolina sources, as adjusted, by the total federal gross income, as adjusted.

The taxable income of a giayear resident subject to North Carolinaome tax is determined

by first calculating federal adjusted gross income as calculated under the Internal Revenue
Code, adjusted as provided undgsS. 8 105153.5and G.S. 8 105153.6 The result is
multiplied by the percentage obtained when dividing the portion of total federal gross income
received from all sources during the period the individual was a resident of North Carolina,
plus any income received from North Carolina sourdaieva nonresident, as adjusted, by the
total federal gross income, as adjusted.

If you were a paryear resident of North Carolina during tax year64d.if you were a
nonresident and you received income from North Carolina sources during tax y&aydz01
must completé&orm D400 Schedule PNPartYear Resident and Nonresident Schediae,
determine the percentage of federal adjusted gross income, as adjusted, that is subject to
North Carolina income tax. Subntite completed schedugth your income tax return,

Form D-400.

If an individual has income from sources within another state or cowtilg a resident of
North Carolina and the other state or country tatkes individual on such income, the
individual may be eligible talaim atax creditfor tax paid to the other state or countrythe
North Carolina income tax returA.nonresident is not entitled to the tax credit for tax paid to
anotherstate or country.

For more information, sedonresidents and Pavtear Residents

5. Nonresident Members of Professional Athletic Teams (17 NCAC 06B .3905)

To determine the portion af N a t ¢oinpensationsfor services renddras a member of a
professional athletic team during the taxable year that is consitlemtid Carolina source
incomeand included in the numerator of the fraction determined uBder§ 105153.4(b),
the nonresident member of a professional athletic teauttiplies the amount of total
compensation for services rendered as a memwibarprofessional athletic team during the
taxable year by a fractionThe numerator othe fractionis the number of duty days spent in
North Carolinarendering services for the team in any manner during the taxableTyear.
denominator is the total number of duty days spent both withiroatsete North Carolina
during the ta&ble year.
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Travel days that do not involve either a game, practice, team meatimgptional caravan or
other similar teamactivity are not considered dutgtays spent in North Carolinand
compensation for those days is not included in the numeratioe &fdction determined under
G.S.8105153.4(b) However, sah travel days are considereldity days spent within and
outsideNorth Carolinaand compensation for those days is included in the denominator of the
fraction determined undé€3.S.8 105153.4(b)

Where the method of apportioning andoeating the compensation as described above
produces substantially incorrect results, the Secretary of Revenue may require the member of

a professional athletic team to apportion and allocate the compensation under another method
prescribed by the Secreyaas long as the prescribed method better reflects the compensation
receivedfor services performed in North Carolin& nonresident member of a professional

athletic team mayequestan alternative method to apportion and allocate the compensation,
demonstrating that the method provided under this septioduces substantially incorrect

results If the Secretargpproes t he al ternative met hod, a c
approsal must beincludedwith the North Carolina income tax return filed by the nonresident
member

In determining the North Carolina source income of a nonresidentber of a professional
athletic team, the following definitions apply:

a. Thetermipr of essi onal at hl et i c to, ang pnafessionat | u d e s
baseball, basketball, football, socoar hockeyteam.

b. The term Amember of a prof easnployeesahbarat hl et
active players, players on tdesabled list an@ny other persons required to travel and
who do travel with angerform services on behalf of a professional athletic team on a
regular basis. This includes, but is not limited to, coaches, managers and trainers.

c. The t er m n dnsallgayddaryngtiie tawablayear from the beginning of the
professional athletic teambs official pre
which the team competes or is scheduled to compete.

Duty days also include days on which a membergbéessional athletic team renders

a service for a team on a détatdoes not fall within the aforementioned period. Such
services include participati,@notl npi oamat iua
caravans. This includes days during the membd sseasoh Wwhere the member

conducts training activities at the facilities of the team.

Duty days include game days, practice days, days spent at team meetings, promotional
caravans and preseason training camps, and days served with the teamathpmsgh
season games in which the team competes or is scheduled to compete.

Duty days for any person who joins a team during the season begins on the day the
person joins the team, and for any person who leaves a team ends on the day the person
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leaves e team. Where a person switches teams during the taxable year, a separate duty
day calculation will be made for the period the person was with each team.

Days for which a member of a professional athletic team is not compensated and is not
renderingservices for the team in any manner, including days when the person has been
suspended without pay and prohibited from performing any services for the team, are
not treated as duty days.

Days for which a player is on the disabled list are presumed het doty days spent
in North Carolina. Howevethe days are considered to be included in total duty days
spent within and whout North Carolina.

. The term fAtot al compensation for service
at hl eti ¢ t etatahcompesrsationsreceiviece during the taxable year for
services rendered:

(1) From the beginning of the official preseason training pettwdugh the last game
in which the team competes or is scheduled to compete during that taxable year;
and

(2) For an event during the taxable year which occurs on aluatidoes not fall within
the aforementioned period such as pagstigit i on i n i nstructiona
Bowl 6 or promotional HAcaravans. 0

The compensation includes, but is not limited to, salaries, wdgesgjses, and any
othertype of compensatiordentified in Internal Revenue Code section 61 and its
regulations ad paid during the taxable year for services performed in that year. Such
compenation doesiot include strike benefits, severance pay, termination pay, contract
or option year bwput payments, expansion or relocation payments, or any other
payments not tated to services rendered to the team.

.ABonuseso ar e i n csationdoe skrvices rendldren asaalmentber wfa e n
professional athletic teamo and subject t

(1) Earned as a result of play, such as performance bonuses, during the season,
including bonuses pai d f ogamesiplaystbbyans hi p
team, or for selection to aditar league or other honorary positions; and

(2) Paid for signing a contract, unless all of the following conditions are met:

a. the payment of the signing bonus is not conditional upon the signee playing any
games for the team, or performing any subsequent services for the team, or even
making the team;

b. the signing bonus is payable separately from the salary and any other
compensation; and
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c. the signing bonus in nonrefundable.

For more information on withholding requirements of professional athletic teani&asessional
Athletes
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vil. S CORPORATIONS

1. General (G.S. § 105-131) (G.S. § 105-131.1)

An individual shareholderfan S corporation is required to take into accdhatr pro rata
share of an S corporationbés net i ncome in t
Internal Revenue Code subject to certain adjustments.

2. Resident Shareholder

Since 100% of the S corpaorma¢esiondst fedetmlameh als
adjusted gross income starting point, no adjustment because of doing business outside of North
Carolina is required by a resident.

3. Nonresident Shareholders (G.S. 8105-131.5) (G.S. 8§ 105-131.7) (G.S. § 105-153.4)
(17 NCAC 06B .4003)

A nonresident shareholder of an S corporation takes into accounthemghare of the S
corporationds i ncome aintthe inbmerater ofl tke fracion INor t h
determining that portion addjusted gross income that is taxable to North Carolina. If an S
corporationdoes business in North Carolina and one or more other states, the income
attributable to North Carolina is determined by the same apportiorforemila as used for

other corporatins.

All nonresident shareholders must include an agreement with thé& fostporation return
filed with North Carolina agreeing to be liable asubject to the laws of North Carolina for
individual income tax purposestherwise, the S corporation beges liable for the tax on the
incomeattributable to such nonresident shareholders at the rate for individuals.

A nonresident shareholder in an S corporation may ctaime di t on t he sharet
Carolina individual income tax return fretax paid ortheir behalf by the S corporation to
North Carolinaon h e s h ar e hobthedearpbratiorsift@ane.e

4. Tax Credits (G.S. 8§ 105-131.8) (17 NCAC 06B .4004)

I f part of the S corporati on 0 serstateorocauatry,i s e a
either to the individual or to the corporation, a resident shareholder is entitled to a tax credit on
theindividual income tax return fahe amount ofhe tax paid to the other state or country. A
shareholder claiming the tax cretiust attach a scheduletteeincome tax return reflecting

the total amount of tax paid to the other state or country by the S corporation and explaining
howthes har e h ol d ¢ak Wwas defermmed.r Aaseparate tax credit must be calculated

for each &ate or country to which the S corporation paid tax. Nonresident shareholders are not
allowed credit for tax paid to another state or country.

A shareholder is subject tbe individualadjustments undes.S.8 105153.5andG.S.8 105

153.6 rather than being subjeto both individual and corporate income tax adjustments,
regardless of the shareholderés residency st
Carolina.

47


https://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-131
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-131.1
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-131.5
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-131.7
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.4
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.4003.pdf
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-131.8
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.4004.pdf
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.5
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.6
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.6

5. Basis in Stock (G.S. 8§ 105-131.3) (17 NCAC 06B .4005)

Due to differenttax r eat ment of an S corporationds i ncoc
taxable years beginning before January 1, 1
corporation for State tax purposes may be different than for federal tax purposes; thereby
requiring adjustments in determining North Carolina taxable income upon receipt by the
shareholder of distributions from the S corporation and upon disposition of the S corporation
stock.

The initial basis of the stock in an S corporation to a nonresid@fdrth Carolina is zero, and

the nonresident shareholder is not taxed on distributions from the corporation and recognizes

no income or loss upon disposition of the stoék. nhonr esi dent sharehol d
corporation stock is adjusted fires h a r e hpyd rataeshadeof the income or loss of the
corporation.

A resident shareholderds initial basis in t]
later of the date the stock is acquired, the effective date of the S corporation election, or the
date the shareholder became a resident of North Carohna. s i dent sharehol de
the stocks increased by he s harpawolrdagrabsshar e of,subjecg cor p
to the adjustments required und&iS.8 105153.5andG.S.8 105153.6 except for income

exemp from federal or State income taxes and deductions for depletion in excess of the basis

of the property being depletedhe basis is decreased by distributions to the extent deemed a

return of basis; a pro rata share of the losses of the corporatidjustedunderG.S.8 105
153.5andG.S.8 105153.6 nondeduatible expenses of the corporation; and the amount of the
sharehol derds deduction for depletion of oil
exceed the proportionate share of the adjusted basis of that property allocated to the
shareholder. The adjustments to the basis do not apply to tax periods beginning prior to
January 1, 19809.

The aggregate amount of losses taken into account by the shareholder of an S corporation may
not exceed the combined adj us ingebtediessoitlse of t
corporation to the shareholder.

Example. A is a resident of North Carolina and his share of the loss of an S corporation for

the tax year 1989 is $50,00@n January 1, 1989, Abs basis i
federal income tax purposes was $110,000, comprised of $40,000 initial cost plus his share of

the undistributed income of the S corporation of $70,08iice for federal tax purposes the

loss d@s not exceed his basis, the $50,000 is allowed as a deduction in computing federal
taxable incomeFor State tax purposes, his basis is the $40,000 initial cost since the prior year
undistributed income is not included in his basis due to being fores yrior to January 1,

1989. Therefore, the loss that A may take into account in determining his North Carolina
taxable income is $40,000 and he is required to adjust federal taxable income by $10,000
($50,000 total loss less $40,000 basis).
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6. Distributions (G.S. 8§ 105-131.6) (17 NCAC 06B .4006)

A resident shareholder must take into account distributions from ap&aton in computing

North Carolina taxable income to the extent the distributions are characterized as dividends or
as gains pursuant teection 1368 of the Internal Revenue Code. Section 1368 of the Code
provides that if the S corporation has no accuated earnings and profitthe amount
distributed to a shareholder reduces the adjusted bagishire s h a rstedk.olfltitke r 6 s
distribution exceeds h e s h a masik, thk dxeessdistreated asapital gain. If the S
corporation has earnings anafits, the distributions applied in the following order:

(1) To the Accumulated Adjustments Account (AAA) whigssentiallyincludes the
income during the period the corporation has bee® aorporation reduced by its
losses and distributions durinigat period. The AAA for State income tax purposes
does notncludethe federal AAA for tax years beginning prior to January 1, 1988.
shareholder does not take into account distributions fromAk& in determining
taxable income but such distributioreducethe adjusted basis ofh e s har ehol d
stock.

(2) To Earnings and Profits (E and P): An S corporation is not consittehetve earnings
and profits for State tax purposes for yeanstich it operates as an S corporation after
January 1, 1989The Eand P account basically includes the earnings and profits on
handfrom the period the corporation was a C corporation; and for Btajgurposes,
the E and P account also includes the undistribetetings and profits of the S
corporation from tayears beginnindpefore January 1, 1989, (the federal AAA that
existedonthedafor t h Car ol ina began to measure t
income by reference to the income of the S corporation). The amlistnithuted to the
shareholder from the End P account is taxed to tehareholder as a dividend. Since
the State E and P account inclutles federal AAA that existed prior to the change in
State law taxinghe S corporation income to the shareholders, federal adjusted gross
income must be incread for any distributions from the federal AAl#at existed prior
to the law change.

B3To the basis of the sharsehatdkhobdesbochkas
as a capital gain.

A shareholder who makes an election for federaptaposes to treatistributions from the
S corporation as being paid first from earnings pradits may not make a different election
for State purposes

7. Losses (G.S. § 105-131.4)

The amount of loss a shareholder may deduct is limited to the adjbatesl of the
sharehol derdéds stock, p | ueswed th the shadeholdertbetie b a s i
corporation. The amount of the loss tbe taxable period s f i gur ed bef ore th
basis in the stocis adjusted for any distributions during the tax year. If the amount tdtke
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of a shareholder is limited because it exceeds the adjusted thasisxcess is treated as
incurred by the corporatian the next tax year.

. Foreign S Corporations

North Carolina income tax is required to be withheld from compensation paid to foreign S
corporations for certain personal services performed in North Car&loranore information,

see Withholding from Nonresidents for Certain Personal Services and Withholding on
Contractors Identified by an Individual Taxpayer ldentification Number (ITIN)the S

corporation has obtained a certificat@athority from the Secretary of State,tar is required

to be withheldi f the S corporation provides to the
identification number issued by the Secretary of State.

S Corporations may claim credit on the S corporation franchisenaathe tax returni-orm
CD-4015 for the portion of the tax withhekttributable to shareholders on whose behalf the
corporation filesa composite return. The portion dfhe tax withheld attributable to
shareholders who are not part of a composite return must be allocttedeshareholders on
Schedule K of the S corporation return.

. Time and Place for Filing Returns (G.S. 8§ 105-131.7)

Form CD401Sis required to b filed on or before April 15 if on a calendar year basis and on
or before the 15th day of the fourth month following the end of the fiscal year if on a fiscal
year basis.If the return cannot be filed by the due date, the S corporation may apply for an
automatic six month extension of time to file the return. To receive the extension, the S
corporation must fil&Form CD419, Application for Extension for Filing Corporate Income
and Franchise Tax Return, by the original due date of the reiaminformation on when a
document is considered timefiyed, seeDepartmental Directive TA6-1 and Departmental
Directive TA-18-1.

For information on filing an Application for Extension for Filiram Individual Income Tax
Return (Form D-410), seeExtensions For moreinformation on filing an Individual Income
Tax Return seeForm D-401.
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IX. ESTATES AND TRUSTS

1. General (G.S. § 105-160)

All income of an estate drust is taxed to the fiduciary or the beneficiaifjhe conduit rules

for taxing estates and trusts are applicable for NG&tolina income tax purposesinder the
conduit rules, regardless @fho is taxed, the income retains its same character as when
received bythe estate or trust.

A trust is neither a resident nor a nonresideéxt. t r ust 60 s Momd tdx liaGilyiso | i n a
determined based, in part, on the situs ofitlteme beneficiaries, not where the trust was
established or where tlieisgee lives. North Carolina law requires the tax to be computed on
thetaxable income of the estate or trust that is for the benefit of a residiig State, or for

the benefit of a nonresident to the extent thatribeme (1) is derived from North Gdina

sources and is attributablettee ownership of any interest in real or tangible personal property

in thisState or (2) is derived from a business, trade, profession, or occugati@al on in this

State.

2. Income Tax Return for Estates and Trusts (G.S. § 105-160.2)
(17 NCAC 06B .3716)

The federal taxable income of tlestate or trusis the starting point for preparing a North

Carolina Income Tax Return for Estates and Trustsm D407, and requires the same

additions and deductions to income as required for individliadgortant. The fiduciarymust
dete mi ne the estateds or trustos ffedlArimal t axeé
addition an estate and trust must addféderal taxablencome any state, local, or foreign

income tax deducted on the federal estatel truss return.

The fiduciary responsible for administering the estate or trust is responsible for filing the return
and paying the tax.The fiduciary must file an income tax return for the estate or trust for
which he acts if he is required to file a federal returre&tates and trusts and (1) the estate or
trust derives income from North Carolina sources or (2) the estate or trust derives any income
which is for the benefit of a resident of North Carolir&xception: With respect to grantor

trust returns, North Carola hasaccess to the federal information contained in the federal
grantor trusteturns. Therefore, a State grantor trust return is not required to belfiéedthe

entire trust is treated as a grantor trust for federal tax purposes.

3. Time and Place for Filing an Estates and Trusts Tax Return (G.S. 8 105-160.6)

Form D-407is required to be filed on or before April 15 if on a calengaar basis and on or
before the 15th day of the fourth mbribllowing the end of the fiscal year if on a fiscal year
basis. If the return cannadbe filed by the due date, the fiduciary may apply for an automatic
six-month extension of time to file the returfio receive the extension, thiduciary must file
Form D-410R, Application for Extension for Filingartnership, Estate, or Trust Return, by the
original due date of the returforinformation on when document is considered timdlied,
seeDepartmental Directive TA6-1 andDepartmental Directive TAS 1.
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4. Payment of Tax (G.S. 8§ 105-160.2)

The tax rate for estates and trusts is the same as the tax intBvidluals. The tax due on the
estats and truss return is payable in full by the duate of the returrf-or more information,
seeTax Rate Schedules

5. Penalties (17 NCAC 06B .3203)

The penalty for failure to file an estate or trust return by the deisi&b6 of thenettax due
per month with a maximum of 25% of thettaxdue Net tax due is the amount of tax required
to be shown on the return less any timely payments of the tax and allowable ciduits.
penalty for failure to pay the tax by theeddate is 10% dhe taxshown duen the return less
any timely payments of the tax and allowable credits

Other penalties for fraud, negligence, and criminal penalties for willful failure to comply with
the income tax laws are similar to thaggplicable to individualsFor more information, see
Penalties and Interest

6. Allocation of Adjustments (17 NCAC 06B .3723)

The additions and deductions to income of an estate or trust must be apportioned between the
estate or trust and the beneficiaries based on the distributions of income made during the
taxable yearlf the trustinstrument or will that created the estate or tdes#s not providéor

the distribution of certain classes of income to different beneficiaries, the apportionment of
additions and deductions to the beneficiaries is determined on the basis that eacltberefr y 0 s
shareofthe st at edés or trustodos fAtot al i ncome, 0 the
Schedule K1, Federal Form 1041 relates to adjusted total income firel7 of Federal Form

1041. If the trust instrument or will specificaltyovide for the distribution of certain classes

of income to different beneficiaries, any addition or deduction directly attributable to a
particular class of income must be apportioned to the benefgtar which that class of

income is distributed.In allocating the adjustments, for State purposes the amountod t a |
incomed on federal Schedule-K must be adjusted for distributions to the benefidiaayare

not reflected inAi t oincame 0OThe adjusted total income on federal Form 1041 must be
adjused (1) to exclude classes of income that are not part of the distribution to the beneficiary;
(2) to include classes of income that are a part of the distribution to the beneficiary which are
not included in adjusted total income; and (3) by any deduttéated differently for State

and federal tax purposes that adjust income pursughttg 105153.5andG.S.8 105153.6

After apportioning the additions and deductions to the beneficiaries, the balance is apportioned
to the fiduciary.

7. Allocation of Income Attributable to Nonresidents (17 NCAC 06B .3724)

If the estate or trust has income from sources outside of North Casslthd@ any of the
beneficiaries are nonresidents of North Carolinaptivon of federal income of the fiduciary
that is subject to North Carolitax must be determined. If there is no gross income from
dividends,nterest, other intangiblesr from sairces outside North Carolina ftive benefit of

a nonresident beneficiary, the total income of the estdtesiris taxable to the fiduciary.
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The determination of the amount of undistributed income from intangible property which is

for the benefitofa esi dent i s based on the beneficiary
the taxable year of the trust. In the case of both resident and nonresident beneficiaries, the
determination of the amount of undistributed income from intangible property vetfichthe
benefit of a resident i s mad einteestfotthedaxabla si s t
year relates to the interest of both residentraomdesident income beneficiaries for the taxable

year.

. Tax Credits (G.S. 8§ 105-160.3) (17 NCAC 06B .3714)

Estates and trusts are allowed all tax credits allowed to individweéptfor the &x credit for
income taxes paid by individuals to other states or countries

Form D407TC Estates and TrusfTax Credit Summary, is used to report any tax credits
claimed on an estate or trust returithe amaints reflected orfiForm D-407TQ are the
portions of the tax credits allocated to the trust or esfafe@luciary required to pay an income

tax to North Carolina for a trust for which he acts may claim a credit for tax imposed and paid
to another staterocountry on income from sources within that state or country under the
provisions ofG.S.8 105160.4(a)

A resident beneficiary of an estate or trust, the fiduciary of which pays an income tax to another
state or country on distributable income reportable to North Carolina which is derived from
sources in the other state or country may claim a creditagaimg r es i d e nNorthb e ne f i
Carolinaincometaxfdr h e r e s i d e nsharelfdax gafd to thé aihertate or country

under the provisions @.S.8 105160.4(e)

Part 5 offForm D407TCis to be used in computing the tax credit allowable to the estate or
trust. Before ths schedule may be completed, there must be an allocation between the estate
or trust and its beneficiaries of the tax paid and the gross income on which such paidvas

to the other state or country.

The fiduciaryds share and each beneficiaryods
paid to another state or country is determined by the governing instrument and should be
entered in the appropriate schedule on the reflirh.e f i d u c of ttal gross incerhea r e

to be used in the tax credit computation schedule is the total gross income from federal Form
1041.
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X.

1.

PARTNERSHIPS

General (G.S. § 105-154) (17 NCAC 06B .3501)

The starting point for preparing the North Carolpstnership income tax retyrhorm D

403 ist h e p ar totaléencomérar lpsdikthe partnership provides a copy of its federal
partnership incoméax return (Form 1065) with its North Carolina partnership return, the
partnership can enter the sum of lines 1 through 11 of Schedule K, Form 1065 as total income
or loss on Form E403, Part 1, line 1 in lieu of completing ForrdD3, Part 6The additiois

and deductionsequired for individualsinderG. S.8 105153.5andG.S.8 105153.6 apply

to partnerships.

Note: Only the adjustments allowed by North Carolina law can be claimed on the partnership
return. Deductions reptad on Federal Form 1065, Schedule K, Lines 12 and 13 cannot be
claimed on the North Carolina partnership return.

. Time and Place for Filing a Partnership Return (G.S. 8§ 105-155)

(17 NCAC 06B .3503)

A North Carolina partnership return must be filecelogry partnership doing business in North
Carolina if a federal partnershipturn was required to be filedhe return of a partnership on
a calendayear basiss due on or before April 15 following the close of the caleryear. If

on a fiscal year basis, the return must be filed on or befor&Stieday of the fourth month
following the close of the fiscal year-or information on when document is consated
timely filed, seeDepartmental Directive TA6-1 andDepartmental Directive TAS-1.

If the partnership return cannot be filed by the due date, the partnershipppyfor an
automatic six month extension of time file the return. Toreceive the extension, the
partnership must fil&orm D-410F Applicationfor Extension for Filing Partnership, Estate,
or Trust Tax Return, by thariginal due date ahe return.

The return shll include the names and addresses of the persons entitled to share in the net
income of the partnership andadihbe signed by the managing partner and the individual
preparing the return. Income from an intangible source whidteived in the course dbing
business in this State so as to have a taxable situs here (including such income which is
included in the distributive share of partnership income, whether distributed or not) is included
in the numerator of the fractiamsed in determining the portion of income that is taxable to
North Carolina by a nonresident.

Electronic Filing

The North Carolina Department of Revenue participates ifréderal/State eFile program,
the fastest, safest, and most accurate way télenershipncome tax returns. The eFile
program, the number one Departmestommended method for filing and paying income
taxes, allowspartnershipgo file their federal and State tax returns in a single electronic
transmission, or to file their Stateturns separately in €ingle transmission. It also allows
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filing of extensionsand bank payments; and features acknowledgment and confirmation of
receipt of tax forms.

Tax practitioners and taxpayers must eFile using Internal Revenue Servicagiit®ed and
Departmentapproved, commercially developed, software products; pleaseeWgé for
Businesseso access a list of approved software developers and products. Using approved
softwae, taxpayers can sgbfepare their federalnd State returns or usiee services of a
professional tax practitioner. The availability afihctionality for extensions and payments
vary by software developer; therefore, tax practitioners and taxpayeitd sbafirm product
availabiity when selecting a developer.

To participate in the Federal/State eFile program, a tax practitioner must have previously
compl eted an IRS Form 8633, AApplication to
in StateeFile, the practitioner must have been accepted into the Federal program and have
received an Electronic Filing Identification Number (EFIN) from the IRS. The Department
has access to the Federal Applicant Database that enables the Department to pefitiesice
information regarding the tax practitioner.

. Schedule NC K-1 (G.S. § 105-154) (17 NCAC 06B .3503)

Schedule NCKlLi s used by the part ndaistgbhtiveghare ofthe epor t
partnershipds i ncome, adjThesNCrité mustyeflecttthe ret cr e d i
North Carolinatax paid by theartnershipon behalf of the partnerA par t ner 6s di st
share of partnership income includes any guaranteed payments made to the ddréner.
partnership must provide a completed Schedule NIC &r otherdocumens containingall of

the informatia that would be reported on Schedule N€ Ko each person who was a partner

in the partnership at any time during the yeHnis schedule must be provided to each partner

on or before the day on which the partnership return is required to be ilaen reporting

the distributive share of tax credits, a list of the amount and type of tax credits should be
providedto each partner

. Penalties (17 NCAC 06B .3203)

The penalty for failure to file a partnership return on which tax idguke due date is 5% of
thenettax duefor each month, or part ofraonth, the return is late. The maximum penalty is
25% of the unpaid taxNet tax due is the amount of tax required to be shown on the return
less any timely payments of the tax and atlable credits.

If a partnership does not pay ttetal amount ofax due on or before the origindlie date of

the return, a late payment penalty of 10% of thesteown due on the return less any timely
payments of the tax and allowable credstglue If the partnership has a valid extension of
time for filing the return, a 10% late payment penalty will apply on the remaining balance due
if the tax paid by the original due date is less than 90% of the total amount of tax due. In
addition, penalties aqgrovided by law for willful failure to file a return on time and for willful
attempt to evade or defeat the td&or more information, sd@enalties and Interest
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6. Nonresident Partners (G.S. § 105-154) (17 NCAC 06B .3513)

When an established business in North Carolina is owned by a partriexginig one or more
nonresident members, the managing partner is responsible for reporting the share of the income
of each nonresident partner and is required to compute and pay the tax due on behalf of those
partners.If the nonresident partner is a coraton, partnership, trust or estate, the managing
partner is not required to pay the fifthe« on t
partnerprovides Form NCNPA, Nonresident Partner AffirmationForm NGNPA affirms

that the partner will pay the tax Wwiits corporation, partnershipust or estate income tax

return. In such cases, a copy of Form NPA must be attached to the partnership return when

it is originally filed. The Form NGNPA must be signed by the partner. An unsigned form is

not considered valid. A new Form NTPA must be provided by the nonresideattper and
submitted by the managing partner each year. The signed ForldPRCapplies to the
original return, any amended returns for that year, and any proposed assessments of additional
tax for that year (Note: This provision does not extend to grantrusts because no tax is paid

on grantor trust returns.)

The tax rate is the same as the tax rate for individi&d&T ax Rate Schedules

Payment of théax due by the managing partnerlmhalf of corporations, partnershipsists

and estates that are partners does not relieve the partner fronafiagh Carolina income

tax return; however, credit for the tax paidthg managing partner may be claimed on the

income tax return.Although a partnership may treat guaranteed payments to a partner for
services ofor use of capital as if they were paid to a person who is not a pdinisi¢reatment

is only for purposes of determiningh e p a r grass incerhel apd@ductible business
expensesFor other tax purposes, guarantped y ment s are treated as a
share of ordinary incomeln determining the allowable North Carolina deductions from

income,d o not i nclude a part ne rcapdal ascauntpartyer i nt e
relocation and mortgage interest differential paymentese types of payments are treated as
partofthepar t ner 6s share of the partnership incol

A nonresident individual partner is not required to file a North Caraligiaidual income tax

return when the only income from NorthCarol;x@ ur ces i s the nonresi de
from a partnership doingusiness in North Carolina and the manager of the partnership has
reported the income of the nonresident partner, imofueny guaranteed payments made to

the partner, and hgsid thetax due for the nonresident individual partné.nonresident

individual partner may file an individual income tax return and claim credit faratheaid by

the manager of the partnersifiphe partner submits witthe individual income tax retutthe

Schedule NC Kl or other document from the partnership verifying that the partnership paid

tax on behalf of the partner

For more information regarding the calculation of tax due for nonrespkeers, see
Departmental Directive P124-02.

Publicly Traded Partnerships. Effective for tax years beginning on or after January 1, 2008,
a publicly traded partnership as described in Section 7704 of the Internal Revenue Code is

56


http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-154
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.3513.pdf
https://www.ncdor.gov/taxes-forms/individual-income-tax/individual-income-tax-forms-instructions
https://www.ncdor.gov/tax-rate-schedules
https://www.ncdor.gov/taxes/partnership-tax/partnership-tax-forms-and-instructions
https://www.ncdor.gov/taxes/withholding-tax/individual-income-tax-directives-main/individual-income-tax-directives-table-contents

required to file an information return only for those nonresident partners whose distributive
share othe partnership net income for the tax year is more than $500. The return should list
the partnerds name, address, taxpayer identi
from the partnership for the tax year. A publicly traded partnershiptissgaired to pay the

tax onbehalf of the nonresident partners.

7. Disposition of Partner’s Interest (17 NCAC 06B .3527)

An interest in a partnership is intangible personal property. Nonregideners do not include
the gain from the sale of their interest irpartnership in the numerator of the fraction
determining North Carolina taxable incomeless the sale of thpartnership interest conveys
title to specific partnership property. Ipartnership owning an interest in another partnership
sells its interest ithat partnership, the nonresidgrartners do not include their distributive
shares of the gain realized by the partnership from the sale mdritsership interest in the
numerator unless the partnership sellingntsrest is carrying on a trade or business in this
State.

Nonresidenpartners must include their distributive shares of the gaifssses from the sale

or other disposi t i ointheonimetatoreof the &racttomie determinipgd s a s
North Carolina taxablencome. If the sale o partnership interest cony title to specific

partnership property instead ofddimited interest in the partnership, ttransaction will be

considered as a sale of partnership assets for purpbdetermining North Carolina taxable

income.

8. Part-Year Residents (G.S. § 105-153.4) (17 NCAC 06B .3528)

Partyear residents with distributive income from a partnership dbwsiness in North

Carolina and in one or more other states mustprordtee i r s hares of the pa
attributable and not attributaktie North Carolina between their periods of residence and non
residence iraccordance with the number of daysach period.The amount requiretb be

included in the numerator of the fraction for determiningtaxabtec o me i s t he t axp
of partnership income determined forgnee r i od of resi dence plus th
partnership incomattributable to North Carolina during the period of fresidence.

9. Estimated Income Tax (17 NCAC 06B .3521)

A partnership is not required to pay estimated incomeRasident individual partners who
meet statutory requirements must pay estimated income texoon NG40, Individual
Estimated Income TaxNonresident individual partners are not required to pay estimated tax
on their distributive share of partnership income.

10.Interest Income Passed Through to Partners (17 NCAC 06B .3529)

Although the interest income passed through to a partner in a pamnegtins its same
character as when received by the partnership, the expenses incurred in earning interest income
are either deductible by the partnership and net interest income after expenses is reflected in
the partner's pro rata share of the incom@epartnership or not deductible by the partnership
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and interest income before expenses r ef | ect ed in the partner 6s
of the partnership.

Net interest income shall be reported if the activities are considered trade or business activities
under federal law and interest income before expenses shall be reported if the activities are
considered investment activities under federal law. If thigites are considered investment
activities, the expenses incurred in earning that income shall be reported by the partnership to
its partners as a separately stated item and shall be deducted by the partner to the extent
all owabl e on ttaeretpgrar t ner 6s i ncom

For interest income subject to federal income tax and considered trade or business activities,
the partner's federal gross income includes the net interest income after expenses incurred in
earning the income. |If that interest income is deductible fralaré adjusted gross income
pursuant t@>.S.8 105153.5(b) the individual partner shall deduct the net income on the North
Carolina return. For interestdome subject to federal income tax and considered investment
activities, the partneros feder al gross inc
incurred in earning the income. If that interest income is deductible from federal adjusted gross
income pursuant t&.S.8 105153.5(b) the individual partner shall deduct the income before
expenses on the North Carolina return. No addition shall be miatihe fexpenses incurred in
earning that income to the extent those expenses are deductible by the individual partner in
arriving at federal adjusted gross income.

Interest income not subject to federal income tax is not included in the partner'sddjlestaid

gross income. For interest income not subject to federal tax but required to be added to federal
adjusted gross income pursuant@ds. 8§ 105153.5c), the individual partner shall add the

total interest income on the North Carolina return. No deduction shall be made for expenses
incurred in earning that income if the expenses are not deductible in arriving at federal adjusted
gross income. In thescases, a partner must adjust fedadglsted grossicome as required

by G.S.8105153.5 p) or G.S.8 105153.5(c), for the net amount of interest attributable to

the partnership.

.Income Tax Credits of Partnerships (G.S. § 105-269.15)

A partnership may pass t hr oudshkibutive sh@eadn of i
income tax credit for which the partnersigalifies. Any dollar limit on the amount of a tax

credit applies tohe partnership as a whole instead of to the individual partmemaximum

dollar limits and other limitations that apply in determiningdh®ount of tax credit available

to a taxpger apply to the same extentdetermining the amount of tax credit for which the
partnership qualifiegexcept the limitation that the tax credit cannot exceed the tax liadsfility

the taxpayer.

.Limited Liability Companies
The North Carolina Limited lability Company Act Chapter 57 of the North Carolina

General Statutepermits the organization and operation of limited liability compani&s.
limited liability company is a business entity that combines the S corporation characteristic of

58


http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.5
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.5
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.5
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.5
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-153.5
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-269.15
http://www.ncleg.net/gascripts/statutes/statutelookup.pl?statute=57D

limited liability with the flowrthrough features of a partnershipimited liability companies

are subject to State taxation according to their classticdtr federal income tax purposes;
therefore, if a limited liability company is classified as a partnership for federal income tax
purposes, the company and its members are subject to tax to the same extent as a partnership
and its partners and is requrio file a North Carolina partnership return.

A limited liability company may be organized by a single member by delivering executed
articles of organization to the Secretary of State.

13.Foreign Partnerships

North Carolina income tax is required to be withheld from compensation paid to foreign
partnerships for certain personal services performed in North Carélimanore information,

see Withholding from Nonresidentdor Certain Personal Services and Withholding on
Contractorsidentified by an Individual Taxpayer ldentification Number (ITIN)f the
partnership has a permanent place of business in North Carolina, no tax is required to be
withheld if the partnership provides toeth payer the partnershipos
identification number.

Partnerships may claim credit on the partnership income tax rétarm D403 for the

portion of the tax withheld attributable to nonresident partners on whose behalf the managing
partner pays taxThe portionof the tax withheld attributable to resident partners or nonresident
partners that have provided an affirmation to the managinggr (se@&lonresident Partners

must be allocated to those partnersSeshedule NC KI.

14.Investment Partnerships (17 NCAC 06B .3503)

A partnership whose only activity is as an investment partnershgi¢®nsidered to be doing

business in North Carolin@An investmenpartnership is a partnership that is not a dealer in
securities, as definemh section 475(c)(1) of the Internal Revenue Code, and that derives
income exclusively from buying, holding, asdlling securities for itewn account.If any of

the partner shi pos iopecatngiaconteavhesherd$ranmsdirestfactivatiesd i n a r
or flowing throughfrom other partnerships, the partnership is not considered an investment
partnership for Nah Carolina tax purposes.

An investment partnership is not required to file an income tax retiorth Carolina or pay
income tax to North Carolina on behalf ofritsnresident partners.
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XI.  TAXABLE STATUS OF DISTRIBUTIONS FROM REGULATED
INVESTMENT COMPANIES

1. General (17 NCAC 06B .4101)

Distributions from aegulated investment companfy fnut u alo tfhuerrd dt)hgan fAcapi
di stributionso and fexemptadjusted geosseiredme thithe i d e n
same manner as distributionsotiier corporations. Distributions from earnings and profits are
ordinary dividends (taxabledividends) unless the mutual fund notifies the taxpagethe

contrary.

Capital gain distributions are paid by mutual funds from theireaized longterm capital
gains. Individuals receiving a capital gaiistribution must report the distribution adong
term capital gain otheir federal income tax return.

2. Exempt Interest Dividends

A mutual fund is qualified to pay exempt interest dividends onlytti@tlose of each quarter

of its taxable year at least 50% of the valutheftotal assets d¢iie company consisted of state
and local bonds, thiaterest from which is exempt from federal income tax and certain other
obligations on which the interest is exempt from federal incomertde&r provisions of federal

law other than the Internal RevenGede, aghose provisions of the law were in effect on
January 6, 1983. A mutualnd paying exempt interest dividends to its shareholders must send
its shareholders a statement within 60 days after the close of the taxabkhgeamg the
amount of exenipinterest dividends. The exempt interdstidends are not required to be
included in adjusted gross income.

Exempt interest dividends paid bynautual fund to a shareholdeand notincluded inthe

s h ar e haujusteeé grassinconshall be added to adjusted gross incaméhe extent it

represents interesin obligations of statesther than North Carolinaand their political
subdivisions. The total distribution designated as exempt interest dividends by a mutual fund

shall be ddedto adjusted grossicomeinc o mput i ng t he sharehol der 6s
income unless the mutual fund provides a statement to the shareholder that designates the
portion of the exempt interest diwedds that represents interesinfi obligationsof the State

of North Carolina or its political subdivisions or the United States or its possessions.

3. Ordinary Dividends (17 NCAC 06B .4103)

Il nterest in the form of dividends fadjuwted mut ua
gross income to the extent the distributions reprastarest on direct obligations of the United

States Governmentnterest earned on obligations that are merely backgdaranteed by the

United States Governmedb not qualify for thededuction. Further, this deduction does not

apply to distributionshatrepresent gain from the sale or other disposition of the securities nor

to interest paid in connection with repurchase agreements issued byamhkavings and

loan associations.
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The taxpayer may not deduct mutual fund dividends on the basieafentage of investments
held by the fund (i.e., a fund has 75% ofrigestments in United States Treasury Notds)e
fund must furnish theshareholder statement verifying the amount of interpaid to the
shareholder thasaccrued from direct oblig@mns of the United State&overnment. The
statement to suppattie deduction must specify the amoahthe dividendo theshareholdr
thatrepresents interest on direct obligations of the United States Government.

This procedure will also apply wittespect to interest on obligation$ the State of North
Carolina and any of its political subdivisions to &éxtent included in adjusted gross income.

. Capital Gain Distributions

The portion of distributions fromrautual functhat represents capitaligas reportable on the
federal income tax return as capital gain income and not dividend inddnuerG.S. 8§ 105
153.5(b)(2) capital gain distributable to a shareholder who is a resident of North Carolina and
attributable to the sale of an obligation issued before July 1, 1995, the profit from which is
exempt by North Carolina statutes deductible from federal adjusted grassome in
determining the North Carolina taxable income of an individual, trust or estate.
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Xll. TAX CREDITS

Many of the tax creditpreviouslyavailable to individual$iave beemepealed odesignéed
for sunset.Please refeto each specific Article for details.

a. Effect on Installments and Carryforwards

A taxpayer that qualified for a tax credit that has expired or sunset may continue to take

any remaining installments or carryoverghe current tax year if the taxpayer continues
to meet the statutory eligibility requirements previously required of each particular tax
credit.

b. Forms

Form D-400TCis used to report credits that are not limited to fifty percent (50%) of the
tax. The Form NCG478 series is used to calculate and refaoricredits that are limited to
fifty percent (50%) of the tax, less the sum of all other credits that the taxpayer claiens.
applicable NG478 series form iased b calculate the specific tax creditthout regard to

the fifty percent (50%) limitationForm NG478is used to total the specifiax credits, to
determine if the fifty percent (50%) limitation applies, and allocate the linotadl ¢redit
among the specifitax credits.

Form D400TC and, if applicableForm NG478 and the corresponding Form N8
series formmust be filed for any taxable year in which the taxpayer is eligible to claim a
creditt ake a credit, or take an install ment

thatyearrThi s requirement applies even i f the

large enough for the taxpayer to benefit from thedit.

2. Article 4 Tax Credits (Article 4)

a. Credit for Corporate Tax Paid by S Corporation to Another State or Country
(G.S. §105-131.8)

Creditisallowedt@a r esi dent s har e h oshateeofthefcaporattxh e s h a

paid by an S corporation to another state or country that taxesnh@ration rather than
t he sharehol der on orihe coBipuedaegitpwhigheveninlegss i

nc

|l f credit is c¢claimed for t Ipadasdhedulenustbed er 6 s

attached to the North Carolina return showingttital tax paid by the S corporation and
how the pro rata share of the ta&s determinedA separate tax credit must be calculated
for each stater country to which the S corpoiat paid tax.
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b. Credit for Income Tax Paid to Another State or Country (G.S. 8 105-153.9)
(17 NCAC 06B .0607)

A tax credit is allowed to an individual who is a resident of NGiholina for tax imposed
by and paid to another state or countryimeome that is also taxed by North Carolina,
subject to the followingonditions:

1.

The income must have been derived from sources in the other state or country and must
have been taxed uadthe laws of that state or country, regardless of the legal residence
of the taxpayer.

The credit allowable is the smaller of either the net tax paid the other state or country
on income also taxed by North Carolina or the product obtained by mulgpiyen

North Carolina tax computed before credit by a fraction in which the numerator is the
part of the North Carolina income, as adjusted, which is taxékeirother state or
country and the denominator is the total incamedjusted, received while esident

of North Carolina. If creditare claimed for taxes paid to more than one state or country,
aseparate computation must be made for each state or countheaseparate credits
combined to determine the total credit.

Receipt or other proghowing payment of income tax to the otktate or country and

a copy of the return filed with the other statecountry must be submitted with the
North Carolina return. No cred# allowed for income taxes paid to a city, county, or
other politicalsubdivision of a state or country or to the federal governm&ume
foreign countries do not require individuals to file income tax returns. Instead, their
income tax liability is paid through withholdinghe Department will accept evidence

of thewithholding to substantiate the tax credit.

If any tax for which a resident has claimed a tax credit on the NGatblina income tax
return is refunded at any time by the ote&te or country, a tax equal to that portion of
the credit allowedor the taxes credited or refunded must be paid to North Carolitién
thirty days of the date of receipt of this refund or noticthefcredit.

The tax credit allowed to a North Carolina resident is determinédlaws:

Portion of total federal income whigeresident of N.C.,
as adjusted, thatastaxed by another state or country X N.C. income tax = Tax credit

Total federal income while a resident of N.C., as adjusted

After making the computation by use of this formula, tére credit allowed i®ither the
credit obtained by use of thermula or the actual amount of net income tax paid to the
other state or country, whichever is the smaller.

Example 1 A full-year resident of North Carolina file2818 North Carolina return as a
singleindividual. His total federagross incomend federal adjusted gross income are
$37,750. He worked temporarily in Soutbarolina, earning $5,000 on which he paid tax
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of $131to South Carolina. Taxpayer claimed the N.C. standadiiction of 8,75Q The
credit against his North Carolinacome tax is determined as follows:

Federal adjustedroSSINCOME..........uuuuuiiiiiiie e e e e e e e eeer e e e e e e $ 37750
Less: N.C. stathard deUCTION . ... ..uoeeeeeee e (8,750
North Carolir taxable INCOME. . ... $29,000

/////////////////////////

Less tax credit:
Portion of total federajrossincome,while a resident of N.C.,
asadjusted, taxed b$outh Carolina $5000 x $1,6595 = $211
Total federalgrossincome $37,750
as adjusted, while resident of N.C.

Since the $131 tax paid to South Carolinkess than the computed tax credit 8il%the
allowable tax credit is the actual tpaid to South Carolea Therefore, the North Carolina
tax due is $1,4645(1,595/ $131).

Example 2 A husband and wife are both residents of North Carolindiknal joint2018
North Carolina income tax return. Theatal federal gross incomend federal adjusted
gross income ar&40,000, $5,500 of which wagceived from rental propertgpwned
jointly, in Virginia. A total of $2,000 was received by the husband for temporary
employment in South Carolina. The taxpayers claimed\ilé2 standard deduction of
$17,500 They paid tax of $296n the income earned in Virginia and the husband tpaid

of $102 on the income reported to South Carolina. The aigdinst their North Carolina
income tax is determined &dlows:

///////////////////

Less: N.C. stathard deUCTION . . .. .ce e (17,50Q
North Carolinaaxable INCOM@.......cou i $ 22,500
N[0T 1 g O T 0] T4 F= T = $1,237

Less tax credit:
Portion of totafederalgrossincome whilea resident of N.C.,
asadjusted, taxed byirginia $5,500 X $1,237=$170
Total federalgrossincome, $40,000
as adjustedynhile aresident of N.C.

Portion of total
federalgrossincome whilea resident of N.C.,

as adjusted, taxed [8outh Carolina $2,000 X $1,237= $62
Total federalgrossincome, $40,000

as adjustedyhile a resident oN.C.
TOtAl CTEGK ......oeeeeeeeeee e e e et eee e e e e e e e e e e e e e e e e e ee et mnmeeeeeeeeenees $(232
NoOrth CaroliNa taX GE..........ceeeiiiiiiiiie e $1,005

The computed credits are allowed since each is less than thetgrambto the other state.
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Example 3 Taxpayer, a single man, became a North Carolina residefuran] 2018.
Prior to moving to North Carolina, hearned$4,000 in South Carolina. From June 1
through DecembeB1, 2018, he earned $6,000 in South Carolina and $10i0@9orth
Carolina. He paid income tax to South Carolin&2®0 on the $10,000 of South Carolina
income. The taxpayeslaimed the N.C.tandard deduction of8$75Q His tax creditis
determined as follows:

Federal adjusted @DIME............uuuiiiiiiiiiiii e e $20,000
Less: N.C. stamhiard dedUCHION . ........uuueiiiaiiee e erres e (8,750
North Carolina taxable income befqrartyear residenadjustment................... $11,250

Total federalgrossincome, asadjusted, while a
N.C. resident plus total income from N.C.
sources while a nonresident

as adjusted $16,000 x $11,250= $9,000

Total federalgrossincome $20,000

from all sourcesas adjusted

North Carolina taxale INCOME.........oeviiiiiiiee e $9,000
North Carolina tax onS000taxable NCOME............cccoiiiiiiiiiiiiieee e, $495

Less tax credit:
Portion of total federajross
income, while a N.Cresident, as adjusted,

taxed by S.C. $6,000 x $495= $186*
Total federalgrossincome $16,000 N.C. tax

while a N.C.resident, as adjusted

* (The computed credit is determined only wiéispect to income whiléhe taxpayer is
a resident of North Carolina.)

S.C. incomeaaxed by N.C. $6,000 X $300 = $180**
Total S.C. income $10,000 S.C. tax

Since the $180 tax paid to South Carolinagramome also taxed by North Carolina is less
than the $86computed credit, the allowabdeeditis $180. Therefore, the North Carolina
tax due is $315 ($49580).

** (Since a part of the tax paid to South Carolina wasnoome not taxed by North

Carolina, this computation reecessary to determine thpatrtion of the South Carolina
tax that was paid on income also taxed by North Carolina.)
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c. Credit for Children (G.S. 8 105-153.10)

Effective for tax years beginning on or after January 1, 2018tatheredit for children

was repeled and replaced withideduction for each dependent child for whom the taxpayer

is allowed a federal child tax credit under section 24 of the Internal Revenue Code. For
more information on the child deduction, including the amount of the child deduction, see
G.S.8105153.5(al)

3. Tax Incentives for New and Expanding Businesses (Article 3A)
For most taxpayers, Article 3A credits expired for activities that occurred on or after January
1, 2007. Eligible taxpayers may continue to take remaining installments and carryforwards of
prior year credits by completing the applicabem NG478series form.

4. Business & Energy Tax Credits (Article 3B)

a. General Information (Applies to all credits under this Article unless otherwise noted.)

1. Franchise, Income, or Gross Premium Tax Election
(G.S. 8§ 105-129.17(a))

The credits allowed under Article 3B can be taken against franchise or income tax, but
not against insurance gross premium tax unb#issrwise noted. The taxpayer must
elect the tax against which a credit will be claimed when filing the return on which the
first installment of the credit is claimed. This election is binding. All future
installments and carryforwards of a credit mustlaimed against the same.tax

2. Cap on Credit (G.S. § 105-129.17(b))

Total credits, including carryforwards, claimed under Article 3B may not exceed fifty
percent (50%) of the tax against which they are claimed for the taxable year, reduced
by the sum of all other credits, including carryforwards, against that tax, except tax
payments made by or drehalf of the taxpayer.

3. Credit Carryforward (G.S. 8 105-129.17(b))

Unused portions of the credits may be carried forward for the succeeding five (5) years
unless otherwise noted, but must be taedgainst the same tax as on the return on which
the credit was first taken.

4. Substantiation (G.S. § 105-129.18)

The burden of proving eligibility for any credit under this article rests upon the
taxpayer. Every taxpayer claiming a credit under this article must maintain and make
available for inspection by the Secretary of Revenue any records the Secretary
considersnecessary to determine and verify the amount of the credit to which the
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taxpayer is entitled. No credit may be allowed to any taxpayer that fails to maintain
adequate records or to make them available for inspection.

. Credit for Investing in Renewable Energy Property (G.S. 8 105-129.16A)

For most taxpayers, this credit wapealed effective for renewable energy property placed
in service on or after January 1, 20Tf&axpayers meeting certain production capacity and
project completion requirements were eligible for extension of the credit sunset until
January 1, 2011f they filed an application with the Department of Revenue by October
1, 2015 asserting that the extension criteria would be met and paid an applicable fee.
Eligible taxpayers may continue to take remaining installments and carryforwards of prior
year credits by completing the applicablem NG478series form.

. Credit for Constructing Renewable Fuel Facilities (G.S. 8 105-129.16D)

For most taxpayers, this credit wapealed effective for renewable fuel facilities placed
in service on or after January 1, 201%he sunset of the production credit (G8SL05
129.16D(b) was extended to January 1, 20&1r facilities placed in service on or after
that date if the taxayer met both of the following conditions:

1 The taxpayer signed a letter of commitment with the Department of Commerce on or
bef ore September 1, 2013, stating the tax
in this State a commercial facility forgressing renewable fuel.

1 The taxpayer began construction of the facility on or before December 31, 2013.

Eligible taxpayers may continue to take remaining installments and carryforwards of prior
year credits by completing the applicabBlerm NG478series form.

. Credit for Biodiesel Producers (G.S. § 105-129.16F)

This credit expired for tax years beginning on or after January 1, 2014. Eligible taxpayers
may continue to take remaining carryforwards of prior year credits by completing the
applicableForm NG478series form.

. Work Opportunity Tax Credit (G.S. 8 105-129.16G)

This credit expired for tax years beginning on or after January 1, 2014. Eligible taxpayers
may continue to take remaining carryforwards of prior year credits by completing the
applicableForm NG478series form.

Credit for Donations to a Nonprofit Organization or Unit of State or Local
Government for Acquisition of Renewable Energy Property
(G.S. 8§105-129.16H)

This credit expires as of the date that the credit for investing in renewable energy property
expires. For most taxpayers, the credit for investing in renewable energy property was
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repealed effective for renewable energy property placed in service &erodanuary 1,
2016.

Taxpayers meeting certain production capacity and project completion requirements were
eligible for extension of the credit sunset until January 1, 20fl¥ey filed an application

with the Department of Revenue by October 1,%2@%serting that the extension criteria
would be net and paid an applicable fédigible taxpayers may continue to take remaining
installments and carryforwards of prior year credits by completing the applieabte
NC-478series form.

. Historic Rehabilitation Tax Credits (Article 3D)

This Article expired for qualified expenditures incurred on or after January 1, 20d %vas
replaced with a new historic rehabilitation creditArticle 3L. For qualified expenditures
incurred before January 1, 2015, the tax credit expires for property not placed in Bgrvice
January 1, 202 Eligible taxpayers may continue to take remaining installments and
carryforwards of prior year credits by completing the appliceblen NG478series form.

. Low-Income Housing Tax Credits (Article 3E)

This Article was repealed effective after January 1, 2@ ®gible taxpayers may continue to
take remaining installments and carryforwards of prior year credits by completing the
applicableForm NG478 series form

. Research and Development (Article 3F)

This Article was repealed effective after January 1, 2@gible taxpayers may continue to
take remaining installments and carryforwards of prior year credits by completing the
applicableForm NG478 series form

. Credit for Mill Rehabilitation (Article 3H)

This Article expiredJanuary 1, 2015or rehabilitation projects for which an application is
submitted on or after such date. Eligibility certifications for this Article expire January 1, 2023.
Eligible taxpayers may continue to take remaining installments and carryforwards of prior year
credits by completing the applicaldf®rm NG478series form.

. Tax Credits for Growing Businesses (Article 3J)

This Article expired for business activities that occurred on or after January 1, 2014. Eligible
taxpayers may continue to take remaining installments and carryforwards of prior year credits
by completing the applicableorm NG478series form.For more information, seBuidelines

for Article 3J Tax Credits
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10.Tax Incentive for Railroad Intermodal Facility (Article 3K)

a. Credit (G.S. § 105-129.96)

A taxpayer that constructs or leases an eligible railroad intermodal facility in this State is
allowed a tax credit equéb fifty percent (50%) of amounts paid by the taxpayer towards
the cost of construction or under the lease if the facility is placed in service in this State
during the taxable year. No credit is allowed under this section to the extent the cost of the
eligible railroad intemodal facility was provided by public funds. The credit may not
exceed fifty percent (50%) of the tax against which it is claimed. Any unused portion of a
credit may be carried forward for ten years.

b. Taxes Credited (G.S. § 105-129.96)

The credit is allowed against either income or franchise tax. The taxpayer must elect the
tax against which the adé is claimed when filng the return on which the credit is first
claimed. This election is binding. Any carryforwards of the credit must be taken against
the same tax.

c. No Double Credit (G.S. 105-129.96)

A taxpayer may not take the credit allowed in this section for an eligible railroad intermodal
facility the taxpayer leases from anotherass the taxpayasbtains the lessor's written
certification that the lessor will not claim a credit undes hapter with respect to the
facility.

d. Definitions (G.S. 8 105-129.95)

1. Costs of Construction. The costs of acquiring and improving land, constructing
buildings and other structures, equipping the facility, and constructing and equipping
rail tracks to the railroad intermodecility that are necessary to access and support
facility operations. In the case of property owned or leased by the taxpayer, cost is
determined pursuant to regulations adopted under section 1012 of the Code.

2. Eligible railroad intermodal facility. A railroad intermodal facility for which the
costs of construction exceed thirty million dollars ($30,000,000).

3. Intermodal facility. A facility where freight is transferred from one mode of
transportation to another.

4. Railroad intermodal facility. An intermodal facility whose primary purpose is to
transfer freight between a railroad and another mode of transportation.
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e. Substantiation (G.S. § 105-129.97)

Any taxpayer claiming this credit must maintain adequate records to determine and verify
the amount of the credit and must make these records available for inspection by the
Secretary. The burden of proving eligibility and the amaifrthe credit rests upon the
taxpayer. No credit will be allowed to any taxpayer that fails to maintain adequate records
or to make them available for inspection.

f. Reports (G.S. § 105-129.98)

The Department must publish a report showing the number of taxpayers claiming this
credit, the amount of the credit claimed and the tax against which the credit is claimed, and
the total cost to the General Fund no later than May 1 of each year.

g. Sunset (G.S. § 105-129.99)

This Article is repealed effective for taxable years beginning on or after January 1, 2038.

11.Historic Rehabilitation Tax Credits (Article 3L)

a. General Information

This Article replacedArticle 3D credits and was effeote for qualified rehabilitation
expenditures and rehabilitation expenses incurred on or after January 1, 2016

1. Tax Credited (G.S. 8§ 105-129.108(a))

The credits provided in this Article are allowed against franchise tax, income tax, or
gross premiums tax. Thaxpayer must elect the tax against which the credit will be
claimed when filing the return filing is made. Any future carryfowards of unused
credits mt be claimed against the same tax.

2. General Credit Limitations (G.S. § 105-129.108(c))

A credit allowed may not exceed the amount of tax against which it is claimed for the
taxable year reduced by the sum of all credits allowed, except payments of tax made
by or on behalf of the taxpayer. A taxpayer claiming a credit uldiete 3L may not

also claim a credit undeXrticle 3D or Article 3H with respect to the same activity.

Any unused portion of a credit may be carried forward for the succeeding®ine (
years.

3. Forms (G.S. 8§ 105-129.108(b))

A taxpayer must claim the historic rehabilitation tax credit on the tax return filed for
the taxable year in which the certified historic structure is placed into service. In the
year the taxpayer qualifies for the tax creffiborm NGRehabmust be filed. This
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requirement applies even i f the taxpayero
for the taxpayer to take the tax credit. Forenmformation, see thiastructions for
Form NGRehab

In addition,Form D-400TCis used to report any tax credits claimed underAhtisle.

This form must be filed for any taxable year in which a credit or a carryover of a credit
against the taxpayero6s tax | i abproducingy f or
property is placed into service in two or more phases in difféagntears, the amount

of credit is based on the expenditure amount associated with the phase placed into
service during the respective tax year.

4. Rules and Fees (G.S. 8 105-129.107)

The North Carolina Historical Commission, in consultation with the State Historic
Preservation Officer, may adopt rulesatministerArticle 3L and a schedule of fees,
not to exceed 1% of the completed qualifying rehtibn expenditures.

5. Sunset (G.S. § 105-129.110)

Article 3L expires fo qualified rehabilitation expenditures and rehabilitation expenses
incurred on or after January 1, 20E0r qualified expenditures incurred before January
1, 2020, the tax credit expires for property not placed in service by January 1, 2028.

b. Credit for Rehabilitating Income-Producing Historic Structure
(G.S. 8§105-129.105)

1. Credit (G.S. § 105-129.105(a))

A taxpayer who is allowed a federal income tax credit under section 47 of the Internal
Revenue Code for makirgualified rehabilitation expenditures for a certified historic
structure located in North Carolina is allowed a credit equal to the sum of the following:

i. Base amount i 15% of qualified rehabilitation expenses up to 10 million dollars,
plus 10% of quafied rehabilitation expenses in excess of 10 million dollars up to 20
million dollars.

ii. Development tier bonus i An amount equal to 5% of qualified rehabilitation
expenses not exceeding 20 million dollars if the certified historic structure is latated
a tier one or tier two area, as defined in G.S. § 143B08.

iii. Targeted investment bonus 1 An amount equal to 5% of qualified rehabilitation

expenses not exceeding 20 million dollars if the certified historic structure is located in
North Carolinaand meets all the following criteria:
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(A) It was used as a manufacturing facility or for purposes ancillary to
manufacturing, a warehouse for selling agricultural products, or as a public or
private utility;

(B) Itis a certified historic structure; and

(C) It has been at least 65% vacant for a period of at least two year immediately
preceding the date the eligibility certification was made.

For purposes of the credit, the terms A
Acerti fi ed hhaw thesamemeaning as andar seetion 47 of the Code,
and an fAeligibility certificationo is a

Preservation Officer, defined {8.S. 8§ 105129.105(c)(7)

. Credit Limitation (G.S. § 105-129.105(d))

The total amount of credit allowedr qualified rehabilitation expenditures for an
incomeproducing certified historic structure may not exceed 4.5 million dollars.

. 2014 and 2015 Expenses (G.S. 8 105-129.105(e))

Expenditures that were incurred in taxable years prior to taxable year 2016 generally
do not qualify for this credit. Expenditures incurred in 2014 and 2015 will qualify for
this credit if all of the following contibns are met:

The certified historic structure is located in a Tier 1 or Tier 2 county.
The certified historic structure is owned by a city.

The qualified rehabilitation activity commenced in 2014.

A certificate of occupancy is issued on or before Deasrith, 2015.
The taxpayer meets all of the other conditions in G.S:1X%105.

"0 T

. Allocation from Pass-Through Entity (G.S. 8 105-129.105(b))

Notwithstanding the provisions @.S. 8§ 105131.8andG.S. 8§ 105269.15 a pass
through entity that qualifies for the credit may allocate the credit among any of its
owners at its discretion as I-tbrougheatis, an oW
as determined undehe Code, at the end of the taxable year in which the certified
historic structure is placed in service, is at least forty percent (40%) of the amount of
credit allocated to that owner. Owners to whom a credit is allocated are allowed the
credit as if hey had qualified for the credit directly. A pdahsough entity and its
owners must include a statement of the allocation made by th¢hpasgh entity and

the allocation that would have been required ur@l&. 8 105131.8or G.S. 8§ 105
269.15with their tax returns forery taxable year in which an allocated credit is
claimed. A passhrough entity is defined i®.S. 8 105228.90

The credit for rehalilating an incomeoroducing historic structure is claimed in the
taxable year in which the property is placed in service. When an irgmdacing
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property is placed in service in two or more phases in different years, the amount of
credit that may be dlaed in a year is the amount based on the qualified rehabilitation
expenditures associated with the phase placed in service during that year. Any unused
portion of the credit may be carried forward for the succeedingyeiaies.

. Forfeiture for Disposition (G.S. § 105-129.108(d))

A taxpayer who is required under section 50 of the Code to recapture all or part of the
federal credit forehabilitating an incomeroducing historic structure located in this
State forfeits the corresponding part of the State credit allowed with respect to that
historic structure. If the credit was allocated among the owners of ahpasgh

entity, the fofeiture applies to the owners in the same proportion that the credit was
allowed.

. Forfeiture for Change in Ownership (G.S. 8 105-129.108(e))

If an ownerof a pasghrough entity that has qualified for the credit allowed disposes

of all or a porti on o fthrough entity withirefivedysarsi nt e r
from the date the rehabilitated historic
interest is reduced to lessthantvdhi r ds of t he ownteroughs | nt e

entity at the time the historic structure was placed in service, the owner forfeits a portion
of the credit. The amount forfeited is determined by multiplying the anadunedit

by the percentage reduction in ownership and then multiplying that product by the
forfeiture percentage. The forfeiture percentage equals the recapture percentage found
in the table in sémn 50(a)(1)(B) of the Code.

. Exceptions to Forfeiture (G.S. 8 105-129.108(f))

Forfeiture for change in ownership is not required if the change in ownership is the
result of any of the following:

The deatlof the owner.

A merger, consolidation, or similar transaction requiring approval by the
shareholders, partners, or members of the taxpayer under applicable State law, to
the extent the taxpayer does not receive cash or tangible property in the merger,
conlidation, or other similar transaction.

T
T

. Liability from Forfeiture (G.S. 8 105-129.108(q))

A taxpayer or an owner of a patsgough entity that forfeita credit under this section

is liable for all past taxes avoided as a result of the credit plus interest at the rate
established undeB.S. 8§ 105241.21 computed from the date the taxes would have
been due if the credit were not allowed. The past taxes plus interest are due 30 days
from the date the credit is forfeited. A taxpayer or owner of afbassgh entity that

fails to pay thdaxes and interest by the due date is subject to the penalties provided in
G.S. 8§ 108236
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9. Substantiation (G.S. § 105-129.108(h))

A taxpayer claiming this credit must provide any information required by the Secretary,
including filing with the tax return a copy of the certification obtained from the State
Historic Preservation Officer verifying that the historic structure has met the
rehabilitation requirements of Article 3L, and a copy of the eligibility certification if

the historic structure is located in an eligible targeted investment site and #tedarg
investment bonus is claimed. A taxpayer must also maintain and make available for
inspection by the Secretary all records necessary to determine and verify the amount of
credit claimed.

c. Credit for Rehabilitating Nonincome-Producing Historic Structure
(G.S. 8§105-129.106)

1. Credit (G.S. § 105-129.106(a))

A taxpayer that is not allowed a federal income tax credit under section 47 of the Code
and who incurs rehabilitation expenses of at least 10 thousand dollars feinz ome
producing Stateertified historic structure is allowed a credit equal to 15%hef
rehabilitation expenses.

ARehabilitation expenseso are expenses I
certified historic structure added to th
month period on a discrete property parcel. The w@oes not include the costs of

acquiring the property, site work, personal property, or amounts attributable to
enlargement of an existing building.

A AScearntei fied historic structureo i s one
Register of Higtric Places or is certified by the State Historic Preservation Officer, as
defined inG.S. 8105129.106(c)(3, as contributing to the historgignificance of a

National Register Historic District or locally district certified by the U.S. Department

of the Interior

2. Limitations (G.S. 8§ 105-129.106(b))

The amount of credit allowed for rehabilitation expenses for aimmme producing
historic structure may not exceed $22,500 per discrete property parcel, as defined in
G.S. 8 105129.106(c)(2. A taxpayer that is the transferee of a Stasified historic
structure with rehabilitation expenses is only allowed a credit for the rehabilitation
expenses made by the transferor only if the transferrstefore the structure is placed

in service. In such a caséhe transferor must provide the transferee with
documentation detailing the amount of rehabilitation expenses and crédie.
transferee is the only taxpayer that may claim the credit.d@iteea property is placed

in service is the later of the date on which the rehabilitation is completed or the date in
which the property is used for its intended purpose.
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A taxpayer can only claim a credit for rehabilitating a nonincgnuelucing historic
structure once during any five year period, not including carryovers.

. Substantiation (G.S. § 105-129.108(h))

The credit for rehabilitating @onincomeproducing historic structure is claimed in the
taxable year in which the property is placed in service. Any unused portion of the credit
may be carried forward for the succeeding nine years.

75


http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-129.108

Xlll. STATUTE OF LIMITATIONS AND FEDERAL DETERMINATIONS

1. General
The | aw contains certain time |imitations, g
An income tax return from which informati on

liability has been omitted is notraturn for the purpose of determining the applicable statute
of limitations. The date the return which contains sufficient information upon which to
determine the tax liability is filed is the determining date.

For more information on the statute of ltations, se&.S. 8 105241.8andG.S. § 105241.9

2. Federal Determinations (G.S. 8 105-159) (G.S. 8 105-241.6(b)(1))
(G.S. 8 105-241.7) (G.S. § 105-241.8(b)(1)) (G.S. § 105-241.10)
(G.S. § 105-228.90(b)(3a))

A federal determination is defined as a change or correction of the amount of a federal tax due
arising from an audit by the Commissioner of Internal Revdhae. t ax payer 6s f eder
gross income, filing status, personal exemptions, standardta@dutemized deductions, or

federal tax creilarechanged or corrected by the Internal Revenue Seoviogher officer of

the United States or competent authgritgd the change or correction affects the amount of

State tax payable, the taxpayer mfik an income taxreturn reflectingeach change or
correctionfrom a federal determinatiomithin six monthsafter being notified of the change or
correction

If a taxpayer fas to report the federal determinatianithin six monthsand the federal
determinationincreases the amount of State tax payahketaxpayer must pay a failure to file
penalty of 5% of the additional tax for each month, or part of a month the federal changes are
not reported to the Department of Revenue (maxn 25% of the additional taxXj.a taxpayer

fails to report the federal determinatiaithin six monthsand the change decreases the amount

of State tax payabléhe taxpayer forfeits the right to any refund due by reason of the federal
determination.

UnderG.S. 8 108241.1Q if the taxpayefiles a timely return reflecting a federal determination

that affects the amount of State tax payable and the detettete of limitations for proposing

an assessment has expjrédte Department may assess additional tax that results only from
adjustments related to the federal determination if the tax year is otherwise barred by statute.
Similarly, a taxpayer is allwed a refund only if the refund is the result of adjustments related

to the federal determination if the tax year is otherwise barred by statute.

3. Statute of Limitations for Refunds (G.S. § 105-241.6) (G.S. § 105-241.7)

The Department of Reveawvill refund an individual income tax overpayment of $1.00 or
more if the statute of limitations has not expired. A refund of less than $1.00 will not be made
unless the taxpayer files a written request for a refund. The general statute of limitations f
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filing a claim for refund of overpayment of taxes is three years after the due date of the return
or two years after payment of the tax, whichever is later. The following exceptions apply:

(a) If a taxpayer files a timely return reflecting a federatiedimination, the period of time for
requesting a refund is one year after the return reflecting the federal determination is filed
or three years after the original return was filed or due to be filed, whichever is later.

(b)A t ax payer 0 datutw aflimitations forfmakindp aeproposed assessment extends
the period in which the taxpayer can obtain a refund to the end of the period extended by
the waiver.

(c) For overpayments attributable to worthless debts or securities, the period of time for
demanding a refund is seven years.

(d) For overpayments attributable to capital loss and net operating loss carrybacks, the period
of time for demanding a refund is three years from the due date of the return for the year
in which the loss was incurragdther than three years from the due date of the return for
the year to which the loss is carried back.

(e) Overpayments attributable to a contingent event or an event or condition other than a
contingent event. For more information, sB&ception to the General Statute of
Limitations for Certain Events

. Protective Refund Claim

The Department’s protective refund claim policy was repealed effective January 1, 2014.
If you filed a protective refund claim pri¢o January 1, 2014, s&xception to the General
Statute of Limitations for Certain Events

. Statute of Limitations for Assessments (G.S. § 105-241.8)

The general statute of limitations for proposing an assessment iyd#amseafter the due date
of the return or three years after the return Vilesl, whichever is later. The following
exceptions apply:

(a) If a taxpayer files a timely return reflecting a federal determination, the period of time for
proposing an assessment of any tax due is one year after the return is filed or three years
after the original return was filed or due to be filed, whicheviatés. If there is a federal
determination and a timely return is not filed, theriod of time for proposing an
assessmenproposed assessment must be made within three years after the date the
Department received the final report of the federal detetioma

(b) If a taxpayer files m amendedeturn with the Secretarys a result of filing a federal
amended return and the return is filed within the time requivesuant to North Carolina
law, the period for proposing an assessment of any tax due is anaftggahe return is
filed or three years after the original return was filed or due to be filed, whichever is later.
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If the taxpayer does not fien amendedeturnwith the Secretarwithin the required time,

the period for proposing an assessmeningftax due ighree years after the daateof

the return orthree years after the date the federal amended return was filed with the
Commissioner of Internal Revenue, whichever is later.

(c) If a taxpayer did not file a return, filed a fraudulent returnatbtempted to fraudulently
evade or defeat the tax, there is no statute of limitations and an assessment may be proposed
at any time.

(d) If a taxpayer forfeits a tax credit or tax benefit, the period of time for proposing an
assessment of any tax dresulting from the forfeiture is three years after the date of the
forfeiture.

There is no statutory provision prohibiting an assessment for a given year after an assessment
has already been proposed for that year. Subsequent assessments can be mtue upon
discovery of new facts.

6. Limit on Refunds and Assessments after a Federal Determination
(G.S. 8§ 105-241.10)

When a taxpayer files a timely return reflecting a federal determination that affects the amount
of State tax payable and the general statute of limitations for requesting a refund or proposing
an assessment of the State tax has expired, the taxpayétiésl@a a refund or is liable for
additional tax only if the refund or additional tax is the result of adjustments related to the
federal determination. A federal determinatiera change or correction of the amount of a
federal tax due arising from audit by the Commissioner of Internal Revenue

7. Appeals Process

a. General (G.S. § 105-241.11)

Taxpayers who disagree with a proposed assessment of taxes or a denial or reduction to a
request for refund filed within the statute of limitations for requesting a refund may request
that the Department review that action by submittiagn NG242, Objection and Request

for Departmental Review, to the Department. The request for review must be filed with
the Department within 45 days from the date the notice wagdniayl the Department (if
mailed) or delivered to you (if delivered by a Department employee in person). For more
information, sedkesolving Disputes about Your Taxes

Note: An assessment for taxes shown due on a return but not paid or the application of
refunds to debts owed to State and local government agencies or the Internal Revenue
Service is not subject to the review process.
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b. Denial of Refund Based on Statute of Limitations (G.S. § 105-241.7(c1))

| f the Department denies a refund rdgaested on
for refund was filed outside of the statute of limitations for requesting a refund, there is no
administative review of that decisionT he t axpayer may contest
determination by filing a petition for a contested tax case heatintpeaOffice of
Administrative Hearings in accordance wiiticle 3 of Chapter 150B®f the General

Statutes. The petition must be filed it sixty (60) days of the date of the notice of denial

of refund. The sole issue to be decided by the administrative law judge is whether or not
the statute of | imitations bars the taxpay:¢
decision by thedministrative law judge regarding the statute of limitations is subject to
judicial review undeArticle 4 of Chapter 150Rind undeG.S. 8105241.16

After judicial revi ew, i f the final deci si
barred by the statute of limitations, thenthetgxpar 6 s c¢cl ai m for refund
Department for review of the substantive issues. Any remand is regarded as a new
amended return or claim for refund timely filed within the statute of limitations @.der
8105241.7(c) For mor e i nfor mat i tmpartansNoteceddte dulyDe p a r t
13,2016

8. Federal Determinations and Fraud (G.S. § 105-236(a)(6)) (17 NCAC 06B .3206)
(17 NCAC 06B .3404)

When there is a federal determination and a fraud penalty is assessed by the federal
government, the State may open the year on the basis of either fraud or the federal assessment.
If a State return has not been filed, the 50% fraud penalty and the 5%opén (25%
maximum)failure to file penalty may be assessed.

9. Collection of Tax (G.S. § 105-241.22)

The Department may collect a tax in the following cirstences:

(a) When a taxpayer files a return showing an amount due with the return and does not pay the
amount shown due.

(b) When the Department sends a notice of collection after a taxpayer does not file a timely
request for a Departmental review of a proposed assessment of tax or based upon taxpayer
inaction after timely filing a request for review in accordance Bith.8 105241.13A

(c) When a taxpayer and the Department agree on a settlement concerning the amount of tax
due.

(d) When the Department sends a notice adlfietermination concerning an assessment of
tax and the taxpayer does not file a timely petition for a contested case hearing on the
assessment.

79


http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.7
http://www.ncga.state.nc.us/enactedlegislation/statutes/html/byarticle/chapter_150b/article_3.html
http://www.ncga.state.nc.us/enactedlegislation/statutes/html/byarticle/chapter_150b/article_4.html
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.16
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.7
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.7
https://www.ncdor.gov/taxes/individual-income-tax/important-notices-and-frequently-asked-questions-0
https://www.ncdor.gov/taxes/individual-income-tax/important-notices-and-frequently-asked-questions-0
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-236
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.3206.pdf
http://reports.oah.state.nc.us/ncac/title%2017%20-%20revenue/chapter%2006%20-%20individual%20income%20tax/subchapter%20b/17%20ncac%2006b%20.3404.pdf
http://www.ncga.state.nc.us/gascripts/statutes/statutelookup.pl?statute=105-241.22
https://www.ncleg.net/EnactedLegislation/Statutes/PDF/BySection/Chapter_105/GS_105-241.13A.pdf

(e) When a final decision is issued on a proposed assessment of tax after a contested case
hearing.

() When the Ofice of Administrative Hearirgdismisses a petition for a contested case for
lack of jurisdiction because the sole issue is the constitutionality of a statute and not the
application of a statute.

10.Servicemembers Civil Relief Act

Certain sections of thBervicemembers Civil Relief Act (formerly tt®o | di er sdé and S
Civil Relief Act of 1940) are pertinent to mattefsfederal and state taxatiokVith respect to

payment of income tax, thact provides for the deferment of payment of income tax for a
periordofl 80 days after military servi pagthestakxds i f
was caused by military serviceNo penalty or interest shadiccrue during the period of
deferment.

11.Combat Zone

An individual serving in the Armed Forces, serving in support of the Armed Forces, in an
area designated by the President as a combaj wthwereceives an extension of time to file

his or her federal income tax return and receives relief from the accrual of penalty and interest
as a result of seing in a combat zone or for being hospitalized as a result of wounds, disease,
or injury sustained while serving in a combane, will receive the same extension of time for
filing and the sameelief from the accrual of penalty and interest for Statenme taxpurposes.

The compensation of a military or civilian employee of the UnBtates who dies as a result
of terroristic or military action is exempt froBtate income tax fadhe same periods for which
theincome is exemgor federal income taxyrposes.

12.Waiver of Time Limitation (17 NCAC 01C .0307)

A taxpayer may make a written waivertbé limitations of timespecified by law for assessing
any tax or additional tax, for eithedafinite or indefinite period of time, and if such waiver is
accepted, th8ecretary of Revenue may propose an assessment at any time widxite titked
period An agreement by a taxpayer to extend the time in wihietfSecretary of Revenue can
assess the taxpayer automatically extehdsperiod of time for refunds of overpayments by
the taxpayer.
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XIV. PENALTIES AND INTEREST

1. General

The North Carolina General Statutes provide both civil and criminal penalties for failure to
comply with the income tax laws. The more common penalties are included below. For
additional information, se€&.S. § 105236 In addition to any applicable penalty, all
assessments of taxes or additional taxes bear interest at the applicable rate from the due date
until date of payment.

2. Failure to File and Failure to Pay Penalties (G.S. 8 105-236) (17 NCAC 06B .3203)

Under the provisions db.S. 8 105236 both the late filing and late payment penalties can be
appliedfor the same month. If the return is filed late with net tax due, both the late filing and

| ate payment penalties wil/ be assessed at
required to be shown on the return less any timely payments okthadallowable credits.

Returns filed after the due date are subject to a failure to file penalty of 5% of the net tax due
for each month, or part of a month, the return is late (maximum 25% of the additional tax). If
the return is filed under an extemsj the late filing penalty will be assessed from the extended
filing date rather than from the original due date.

The late payment penalty is 10% of the tax not paid by the original due date of the return. If a
timely extension is filed, the penalty wdbply on any remaining balance due if the tax paid

by the original due date of the return is less than 90% of the total amount of tax due. If the 90%
rule is met, any remaining balance due, including interest, must be paid with the income tax
return on omefore the expiration of the extension period to avoid the late payment penalty.
Interest is due from the original due date to the date paid.

The late payment penalty will not be assessed if the amount shown due on an amended return
is paid with the retun. Proposed assessments of additional tax due are subject to the 10% late
payment penalty if payment of the tax is not received within 45 days of the assessment unless
a timely Request for Departmental Review is filed. For more information on requests fo
reviews, seéd\ppeals Process

3. Large Tax Deficiency and Negligence Penalties (G.S. § 105-236(a)(5))
(17 NCAC 06B .3204) (17 NCAC 06B .3404)

When there is annderstatement of taxable income equal to 25%are of gross income, the
25% large individual income tax deficiency other large tax deficiency penalty will be
assessedWhen the percentagé understatement of taxable income is less than 25%, the 10%
negligencepenalty may be appliedThe application of the 10% negligence penaltipased

on the understatement of tax and will be made on the basisfattien each casaVhen the
accuracy penalty has been assessed for federame tax purposeshe 10% negligence
penalty will be assessed for Stateome tax purposes, unless the 25% large individual income
tax deficiencyor other large tax deficiency penalty applies.
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A large tax deficiency penalty orreegligence penalty cannot be assessed wherfraud
penalty has beeaissessed with respect to the same deficiency.

. Failure to Report Federal Changes (G.S. 8§ 105-159) (G.S. § 105-236)

When a taxpayer fails to report federal changes within six months frodateghe taxpayer

is notified by the Internal Revenue Service of theectionor final determination, the taxpayer
is subject to the failure to file penaliyd forfeits the right to any refund as the result of the
federal changesThefailure to file penalty begins at the expiration of #itemonthperiod.

. Fraud (G.S. 8§ 105-236(a)(6)) (17 NCAC 06B .3206)

When an examination of an income tax return is based on a federaleguadittand the fraud
penalty has been assessed for federal purposes, thesk@Ppenalty will be assessed for State
purposes.The fraudpenalty may also be assessed witame is a deficiency or delinquency
in payment of any tax because of fraud with intent to evade théviaenthe fraud penalty is
assessed, no penalty farge tax deficiencynegligence or failure to pay shall be ass with
respect to the same deficiency; however, other penalties that apply, sadtrado file, will

be assessed.

. Collection Assistance Fee (G.S. § 105-243.1)

Any tax, penalty, and interest not paid within 90 days after the taxbdebtnes collectible is
subject to a 20% collection assistance f€be fee willnot apply if payments are being made
pursuant to an installment agreem#émt became edictive within 90 days after the debt
became collectible.

. Interest (G.S. 8 105-241.21)

Interest accrues on tax not paid by the original due date even thdagpayer may have an
extension of time for filing the return. Interest accrues on overpayments beginning 45 days
after the latest of (1) the date the final return was filed, (2) the date the final return was due to
be filed, or (3) the date of the ovaggment. The law requires the Secretary of Revenue to
establish the interest rate on or before June 1 for the followirg@nth period beginning on

July 1, and on or before December 1 for the followingnsonth period beginning on January

1. The rate sdiy the Secretary may not be less than 5% per year or greater than 16% per year.
For more information, sdaterest Rate

. Underpayment of Estimated Income Tax (G.S. 8 163.15) (17 NCAC 06D .0201)

Interest on the underpayment of estimated income tax is compmuitddorm D422
Underpayment of Estimated Income Tax by Individuals. If interest on the underpayment is
applicable, add the amount of the interest to the tax due and include the full payment with the
return. For more information, ségereston Underpayment of Estimated Income Tax
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9. Waiver of Penalty or Interest (G.S. 8 105-237)

Penalties may be waived by the Secretary of Revenue pursuant to the Department of Revenue
penalty policy. As a general rule, interest cannot be waived or reduced. However, interest
may be waived or reduced if it has accrued on taxes imposed prior twiryg € period for

which the taxpayer has declared bankruptcy under Chapter 7 or Chapter 13 of Title 11 of the
United States Code. A request for waiver or reduction of penalty generally must be in writing
and must include an explanation for the requ&ghen the request is based on the reason of
good compliance, a request to waive a penalty can be made by telephone.

Reviewt h e D e p &endltnWaiver ®alicy
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XV. MISCELLANEOUS

1. Deposit of Payment (G.S. 8 147-77)

When a payment is received by the Department of Revenue for less than the correct tax,
penalty, and interest due under the law and the facts and the payment includes the statement,
Apaid in fullo or other si mil asmrequrdddys.8.ent s,
14777. The endorsement and deposit of the payment with such statement will not make the
statement binding on the Department of Revenuevahadot prevent the colleain of the

correct balance due.

2. Photograph, Photocopy, and Microphotocopy of Records (G.S. § 8-45.3)

The Department is authorized by law to photograph, photocopy, or microphotocopy all records,
including tax returns, and such copies, when certified by the Department as true and correct
copies, shall be as admissible in evidence in all actions, procegamigsatters as the original
would have been. For more information, &8. § 845.3

3. Setoff Debt Collection (Chapter 105A) (G.S. 8 105-241.7(e))

In some cases debts owed to certain State, local, and county agencies will be collected from an
individual 6s income tax refund. I f the ager
at least $50.00 and the refund is at least $50.00, the deltendlét off and paid from the

refund. The Department will notify the debtor of thestand will refund any balance which

may be due. The agency receiving the amourofetill also notify the debtor and give the

debtor an opportunity to contest thebt. If an individual has an outstanding federal income

tax liability of at Il east $50.00, the I nterr
Carolina income tax refund. For more information, €e8. 8 108241.7(e)andthe Setoff

Debt Collection Acof Chapter 105A of the North Carolina General Statutes.

4. North Carolina Nongame and Endangered Wildlife Fund (G.S. 8 105-269.5)

An individual may elect to contribute all or any portion of an income tax refund (at least $1.00
or more) to the North Carolina Nongame and Endangered Wildlife Fund. Once the election is
made to contribute, the election cannot be revoked after the tesrbeen filed. The tax
deductible contributions are essential to match private and federal grants to pay for
conservation projects for sea turtles to songbirds, from native fish to bats. Conserving these
species and their habitat is made possible by texpaontributions. If a taxpayer is not due a
refund, the taxpayer may still contribute to the Fund by mailing a donation directly to the North
Carolina Wildlife Resources Commission, 1702 Mail Service Center, Raleigh, North Carolina
276991700. Checks ay be made payable to the Nongame and Endangered Wildlife Fund.
For more information, se8.S. 8 105269.5
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5. North Carolina Education Endowment Fund (G.S. 8 105-269.7)

A taxpayer entitled to a refund of income taxes, or a taxpayer who desires to make a
contribution, may elect to contribute all or part ofithhefund or make a contribution to the

North Carolina Education Endowment Fund established pursuéngtg@ 115G472.16to be

used in accordwe with that statute. Once the election is made to contribute, the election
cannot be revoked after the return is filed. Additional contributions to the fund may be made

by mailing a donation directly to the North Carolina Department of Public Insinicfiash
Collections,6336Mail Service Center, Raleigh, North Carolina 27@&385. Checks should

be made payable to fANorth Carolina Depart me
either on the check or in an attached note that it is a contribidgiothe NC Education
Endowment Fund. For more information, §&. 8 105269.7

6. North Carolina's Breast and Cervical Cancer Control Program (G.S. 8 105-269.8)

An individual entitled to a refund of income taxes may elect to contribute all or part of the
refund to the North Carolina Canderevention and Control Branch of the Division of Public

Health of the Department of Health and Human Services to be used for early detection of breast
and cervical cancer. Once the election is made to contribute, the election cannot be revoked
after the eturn has been filed. Refunds contributed shall be used only for early detection of
breast and cervical cancer and shall be used in accordance with North Carolina's Breast and
Cervical Cancer ConCR) pPaloigoiaers Isgon(afeNafr oBcCeCd u
due a refund, you may still contribute to the NC BtRBy mailing a donation directly to N.C.

Cancer Prevention and Control Branch of the Division of Public Health of the Department of
Health and Human Services, 1922 Mail Service CeRtaleigh,North Carolina 27699.922.
Checks should be made payable to ANorth Ca
Serviceso with an indication either on the ¢
for the N.C. Breast and Cervical Cancer ControlgPam Fund. For more iafmation, see

Session Law 1204

7. Refund Applied to Estimated Tax (G.S. 8 105-269.4)

An individual may elect to have an income tax refund applied to estimated income tax for the
following year. For example, an individual due a refund on th& #tdlome tax return may

have all or ay portion of the refund applied to his or her estimated tadi®. The individual

may not, however, file a 2@ltax return in 2Q0 and request the refund be applied t@@0
estimated tax since the refund can only be applied to the tax year which follows the tax year
for which the request for refund is made. The last allowable date for makin@ atGfhated

tax payment is January 13Q20; therefore, you must file your 28lincome tax return by
January 15, 22D, to elect to apply a portion of your refund tal2@stimated tax. For more
information, seé.S. § 105269.4

If an individual makes a valid election, that individual may not revoke the election in order to
have the amount refunded or applied in any other manner, such as an offset against any
subsequently determined tax liability.
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8. Substantiating Documentation (G.S. 8§ 105-251(a))

Canceled checks, receipts, or other evidence to substantiate deductions on the tax return should
be kept for a period of at least three years from the due date of the return or three years from
the date the return is filed, whichever is later. Lack of adxjrecords could result in the
disallowance of all or part of the deductions claimed. A canceled check, money order stub, or
Departmental receipt showing payment of tax should be kept for at least five years from the
due date of the tax return. For mar®rmation, seés.S. 8 105251(a)

9. Report of Sale of Real Property by Nonresidents (17 NCAC 06B .3906)

Every individual, fiduciary, partnership, corporation, or unit of government buying real
property located in North Carolina from a nonresidedividual, partnership, estatetoust is

required to completeorm NG1099NRS Report of Sale of Real Property by Nonresidents,
reporting the selle 6 s name, addr es s, and soci al secu
identification number; the location of the property; the date of closing; and the gross sales price

of the real property and its associated tangible personal property. Within fifteeaf dags

closing date of the sale, the buyer must file the report with the Department of Revenue and
furnish a copy of the report to the seller. For more informationl 8&CAC 06B .3906

10.Use Tax (G.S. 8§ 105-164.6)

North Carolina use tax is due by individuals and businesses on tangible personal praperty
certain digital property purchased, leasedeoted inside or outside this State for storage, use,

or consumption in North Carolinaursuant t@5.S. 8 105164.6 Use tax is also due on taxable
services sourced to North Carolinadividuals and businesses must pay use tax to the
Department when retailers or facilitators do not collect sales or use tax on taxable transactions.

Retailers or facilitators that arert Aengaged in busineredtd i n t|
collect North Carolin@ales and ustax. Some oubf-state retailers or facilitators voluntarily

collect North Carolina use tax as a convenience to their customers. Retailers or facilitators that
are not i e n g a gh® collectnsaleb ansl iuse daxewmy include maibrder

companies, fevision shopping networksfirms selling over the internetand online
marketplaces For a list of common items on which sales and use tax may not have been
collected and where use tax may be due by the purclsasklse Tax For more information,

seeG.S. § 105164.6

11.Tenancy by the Entirety (17 NCAC 06B .0119)

When filing separate returns, a determination must be made as to that portion of the income or
loss from real property that must be reported by each spouse. Gi&ie§ 3913.6 a married

couple has equal right to the control, use, possession, rents, income, and profit from real
property held as tenants by the entirety aadh spouse is taxed on emadf of the income or

loss from such property located in North Carolina. When real property conveyed jointly in the
name of a married couple is located in another state and the share of ownership of each is not
fixed in the ded or other instrument creating thetemancy,each spouse is considered as
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12.

having received onbalf of the income or loss from the real property unless they can
demonstrate that the laws of that particular state with respect to the right to the income from
the property allocate the income or losses in a different manner. Feimfammation, se&7

NCAC 06B .0119

Community Property (17 NCAC 06B .0113)

If a married couple is domiciled in a state or country recognized for federal income tax
purposes as@mmunity property state or country and the spouses file separate North Carolina
returns with each spouse reporting -dradf of the salary and wages received while domiciled

in the community property state or country, each spouse shall claimatfinaf the credit for

the income tax withheld with respect to community wages. A schedule or statement must be
attached to the North Carolina return showing the name and social security number of each
spousethat they were domiciled in a community property staiteountry, and that 50 percent

of each spouse's income tax withheld is allocated to the other spouse's income tax return. For
more information, se&7 NCAC 06B .0113

13.Claim of Right Income Credit (G.S. 8 105-266.2)

A taxpayer who elects for federal tax purposes to take a federal tax credit in lieu of a tax
deduction because the taxpayer was required to repay income under a Claim of Right may be
entitled to a claim of right tax credit for North Carolina tax purposeerG.S. § 105266.2

For more information, see federal Publication 828Repayment of Right Incomd-orm D

401 includes a ANARepayment of Claim of Right
tax deduction instead of a tavedit. SeeClaim of Right Income Deduction
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XVI. WITHHOLDING OF INCOME TAX

1. General (Article 4A)

G.S.8 105163.1 throughG.S. §105163.10 and G.S§ 105163.22 throughG.S §163.24
require employers to withhold income tax fraempensation paid to their employees.

2. Withholding From Wages (G.S. § 105-163.1, G.S. § 105-163.2)

a. General

Income tax must be withheld according to tables prepared by the Department or by using
an acceptable alternate method and employers must pay over the amount withheld to the
Department. The requirements are explained in the bodldety NG30, Income Tax
Withholding Tables and Instructions for Employers.

Effective June 12, 2018, iwag eimgpurppsesad ef i ne
having the same rmaaing as under Section 3401 of the Cotlee definition no longer

excludes employer reimbursements for an employee's ordinary and necessary business
expenses.

If an employer enters into a voluntary agreement to withhold North Carolina tax on income
not requiring withholding, the amount withheld will be accepted and the employee will
receive credit on the annual income tax return provided the rules which apply to
withholding are followed. Since the agreement to withhold is voluntary between the
employer and the employee and is not required by law, the employee cannot receive credit
for any amount withheld that is not properly paid to the Department of Revenue.

b. Annual Statements
Every employer must annually file an informational return with the Department and

provide their employees with a written statemé&wot. additional details, se€gection XVII.
Reporting and Paying Tax Withheld

3. Withholding From Pensions, Annuities, and Deferred Compensation
(G.S. 8§ 105-163.2A)

a. General

A pension payer required to withhold federal tax under section 3405 of the Code on a
pension payment to a North Carolina resident must also withhold State income tax from
the pension paymentf a payee has provided a North Carolina address to a perasien p

the payee is presumed to be a North Carolina resident and the payer is required to withhold
State tax unless the payee elects no withholdiAgpension payer that either fails to
withhold or to remit tax that is withheld is liable for the tax.
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A pension payer must treat a pension payment paid to an individual as if it were an
empl oyer 6s payment olfthewengian paydr bas mare thammgneé oy e €
arrangement under which distributions may be made to an individual, each arrangement
must betreated separately.

. Definitions (G.S. 8 105-163.2A(a))

Unless otherwise specified below, the definitions, provisions, and requirements of section
3405 ofthe Internal Revenue Code with respect to federal withholding on pensions are
applicable to State withholding on pensions.

1. Pension payer. A payer or a plan administrator with respect to a pension payment
under section 3405 of the Code.

2. Pension payment. A periodic payment or a nonperiodic distribution, as those terms
are defined in section 3405 of the Code.

. Amount to Withhold (G.S. 8 105-163.2A(c))

In the case of geriodic payment, as defined in Code section 3405(e)(2), the payer must
withhold as if the recipient were single with no allowances unless the recipient provides an
exemption certificateForm NG4P, Withholding Certificate for Pension or Annuity
Payments, reflecting a different filing status or number of allowarteasn NG4Pis used

by a recipient of pension payments who is a North Carolina resident to report the correct
filing status, number of allowances, and any additional amount the recipient wants withheld
from the pension payment. It mayso be used to elect not to have State income tax
withheld. In lieu ofForm NG4P, payers may use a substitute form if it contains all the
provisions inaided onForm NG4P.

For a nonperiodic distribution, as defined in Code section 3405(e)(3), 4% of the
distribution must be withheld. A nonperiodic distriloat includes an eligible rollover
distribution as defined in Code section 3405(c)(3). State law differs from federal law with
respect to eligible rollover distributions. Federal law imposes a higher rate of withholding
on eligible rollover distributionghan on other nonperiodic distributions. State law imposes
the same rate of withholding on all nonperiodic distributions.

. Election Not to Have Income Tax Withheld (G.S. § 105-163.2A(d))

A recipient may elect not to have income tax withheld from a pension payment unless the
pension payment is an eligible rollover disttibn as defined in Code section 3405(c)(3).

A recipient of a pension payment that is an eligible rollover distribution does not have the
option of electing not to have State tax withheld from the distribution.

An election not to have tax withheld fromp&nsion payment remains in effect until

revoked by the recipient. An election not to have tax withheld is void if the recipient does
not furnish the recipientbés tax identifica
identification number. In s cases, the payer will withhold on periodic payments as if
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the recipient is single with no allowances and on nonperiodic distributions at the rate of
4%.

A nonresident with a North Carolina address should als¢-aga NG4P to elect not to
have State income tax withheld. Completifrarm NG4P and electing at to have State
tax withheld does not infer that the recipient is a resident of North Carolina.

. Exceptions to Withholding (G.S. 8 105-163.2A(e))

Tax isnot required to be withheld from the following pension payments:

1.

2.

A pension payment that is wages.
Any portion of a pension payment that meets both of the following conditions:

(a) It is not a distribution or payment from an individual retirement plaseéised in
section 7701 of the Code.
(b) The pension payer reasonably believes it is not taxable to the recipient.

A distribution described in section 404(k)(2) of the Code, relating to dividends on
corporate securities.

A pension payment that consist onl y of securities of t |
corporation plus cash not in excess of $200 in lieu of securities of the employer
corporation.

Distributions of retirement benefits received from North Carolina State and local
government retirement systemusd federal retirement systems identified as qualifying
retirement systems under the terms ofBhdey/Emory/Pattorsettlement that are paid

to retirees who were vested in the retirement systems as of August 12, 1989. For more
information, sedailey Settlement

Notification Procedures for Pension Payers

A pension payer is required to provide each recipient with notice of the right not to have
State withholding apply and of the right to revoke the electibme notice requirements

for North Carolina purposes are the same as the federal notice requirements, which are
provided in section 3405(e)(10) of the Co@&=ction D of Federal Regulation 35.340b
contains sample notices that may be modified for Staegses to satisfy the notice and
election requirements for periodic payments and nonperiodic distributions. Instead of
notification that tax will be withheld unless the recipient chooses not to have tax withheld,
pension payers may notify recipients wh@snal payments are less than $10,00& no

State tax will be withheld unless the recipient chooses to have State withholding apply.
Such notice may be provided when making the first payment.
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g. Reporting and Paying the Withheld Tax

A pension payer that is required to withhold State tax from a pension payment but is not
already registered with the Department of Revenue for wage withholding must register to
obtain a withholding account number. The registration can be compietethe
Department's websiter by completindcorm NGBR, Business Registration Application

for Income Tax Withholding, 3&s and Use Tax, and Machinenyd EgqiipmentTax. The

payer will be assigned an account identification number and will receive forms for paying
the State tax withheldThe filing frequency may @nge after the first year depending on

the amount of tax withheld during the first year.

A payer that withholds tax from pensions and also withholds tax from wages must report
the withholding from pensions with the wage withholding unless the pHnses to

report the withholding from pensions separately. For those payers that do not choose to
report the two types of withholding separately, the payment of tax withheld from pensions

is due at the time the withholding from wages is due and the pafdre subject to
penalties and interest on both types of withholding based on that due date. Payers that also
withhold from wages but choose to report the withholding from pensions separately must
file Form NGBR to receive a separate account identification number. They will receive
separate forms for paying the tax withheld from pensions.

A payer that initially chooses to report withholding frpensiais separately may, at any

time begin reporting the two types of withholding together. If combined reporting is
preferred, a payer should report the combined withholding under the account number for
reporting wages. The payer should compkten NGBN, Outof-Business Notification,

for the separate pension withholding account and file it with the Department. The separate
withholding account willbe closed. A payer that initially reports the two types of
withholding at the same time may choose to begin reporting the withholding on pensions
separately by notifying the Business Registration Unit. The payer must continue to report
the two types of whholding together until the payer receives the separate account
identification number and remittance forms from the Department. In either case, the payer
must file separate annual reconciliations for the year in which the choice is changed.

h. Annual Statements
1. Informational Return to Secretary

The pension payer must file with the Departmeatm NC3, Annual Withholding
Reconciliation, which reconciles tr@mounts withheld fromazh pension payment
recipient. Pension payers choosing to report pension withholding with wage
withholding must file one Form N@ that includes the two types of withholding.
Pension payers subject to both wage withholding andg@emsthholding that report

the two types of withholding separately at any time during the year must file separate
NC-3 forms for each type of withholding. Form NBGand the required V2 and 1099

R statements ( coddnwmst ba fied Elgconidalfyounlass tNeC
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pension payer terminates its business or permanently ceases paying wages and pension
payments subject to North Carolina income tax withholding, Form3NdDhd the
required W2 and 1099R statements are due on or before January 3lin@tie
calendar year, if the pension payer terminates its business or permanently ceases paying
wages and pension payments subject to North Carolina income tax withholding, Form
NC-3 and the required V¥ and 109R statements must be filed within 30 dayshe

last payment. Pension payers who fail to file Form3Ni@ the manner prescribed by

the Secretary are subject to the informational return penalties prescribed in G.S. 105
236(a)(10). For additional details about the informational return filingirements

and penalties, see Section XVII. Reporting and PayagWithheld.

2. Report to Pension Payment Recipient

Pension payers must report pension income and North Carolina income tax withheld

on federal Form 109® , ADi stri buti on stieskRetiremer® ernsi on:
ProfttSharing Pl ans, | RAs, | nstRmastlegveCtontr ac
the pension payment recipient on or before January 31 following the calendar year in
which the pension payments were made. However, if a pension tpayénates its
relationship with the pension payment recipient before the close of the calendar year,

the pension payer must provide Form 1:89% the pension payment recipient within

30 days of the last pension payment.

4. Withholding From Nonresidents for Certain Personal Services and Withholding
on Contractors ldentified by an Individual Taxpayer Identification Number (ITIN)
(G.S. 8§105-163.3)

a. General

North Carolina income tax is required to be withheld fromwaige compensation paid to
nonresidents for certain personal services rendered in this State. North Carolina tax is also
required to be withheld from nonwagempensation paid to an Individual Taxpayer
Identification Number (ITIN) holder for services performed in this State. The requirement
to withhold applies to payers who, in the course of a trade or business, pay more than
$1,500 of norwage compensation to:

1. A nonresident individual or to a nonresident entity for services performed in this State
in connection with a performance, an entertainment or athletic event, a speech, or the
creation of a film, radio, or television program, or

2. An ITIN holder for sevices performed in this State.

These payers must withhold North Carolina income tax at the rate of 4% from the
compensation.

Payers are exempt from the requirement to withhold if the compensation is paid to an alien,
as described by 8 U.S.C. 8§ 1101(a)(15)(H)(ii)(a), that is not subject to federal income tax
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withholding under section 1441 of the Code. These aliens are comrateried to as H

2A agricultural workers. The description

reads a s[A]d aidnlhavwga resifience in a foreign country which he has no
intention of abandoning who is coming temporarily to the UnitéateS to perform
agricultural labor or services, as defined by the Secretary of Labor in regulations and
including agricultural labor defined in section 3121(g) of title 26, agriculture as defined in
section 203(f) of title 29, and the pressing of appbexider on a farm, of a temporary or
seasonal nature. o

A payer shall consider a contractor as
identification number is an ITIN or the contractor does not provide a taxpayer identification
number. An ITIN is a ningligit individual taxpayer identification number. &first digit

in an ITIN is 9. Note: The IRS has made significant changes to the ITIN program,
including the expiration of certain ITINS. For more information on the ITIN program, visit
thelTIN information pageon the IRS website.

For more information, séeepartmatal Directive PD10-1.

. Annual Statements

A payer required to deduct and withhold from a contractor's compensation must annually
file an informational return with the Department and provide the contractors with a written
statementfor additional details, se&ection XVII. Reporting and Paying Tax Withheld

. Examples of required withholding from compensation paid to a nonresident
or ITIN contractor for services performed

The followingare examples of when State taxes should be withheld ¢dmmpensation
paid to a nonresident or ITIN contractor for servipegormed in North Carolina:

Example 1 A payer pays an ITIN contractor $900 in Janu20¢9 and does not expect
to makeany fuurepayments to the ITIN contractor.

Because the payment is less than $1,500, no withhaklirguired.

Example 2 The payer from Example 1 pays the same ITIN contr&8600 in September
2019

The payer must withhold $32 from the $800 compensd®800 x 4%) because the total
compensation paid to the contractor for the year now exceeds $1,500.

Example 3. A payer pays an ITIN contractor $1,000 in Jani2d¥9 and expects to make

future payments to the same contractor throughout the year, at@atxpected to equal
or exceed $1,500.
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The payer must withhold $40 from the $1,000 compensation ($1,000 x 4%) because the
total compensation paid to the contractor for the year is expected to equal or exceed $1,500.

Example 4. A nightclub owner entensito a contract with a nonresident agent to provide
entertainment at the ownerdés club. Compens

If the agent is an individual, tax is required tovinéhheld from the payment only to the
extent the agent performedrvicesn North Carolina. If the agent is a nonresident entity
(LLC, partnershipgorporation, etc.), tax must be withheld because the entity is deemed to
be doing business in North Carolina through the entertainer. In etiser the agent is
responsilte for withholding 4% from the compensatipaid to the entertainer because the
entertainer is providing a persors&rvice for the agent.

Example 5. The same nightclub owner from Example 4 enters antmntact with an
agent to locate aentertainer ath also enters into separate contract with the entertainer.

The compensation paid to the agent is not subjestthholding unless the agent performs
services in North Carolin&lowever, the club owner must withhold from the compensation
paid totheentertainer.

Example & A coliseum rents its facility to a resident promoter who has contracted with a
nonresident performer for a concert at the coliseum. The coliseum deducts rent and other
fees and expenses from the gross ticket proceeds before pawriba promoter. The
promoter compensates the nonresident performer for the performance.

No withholding is required from the ticket procequsd to the promoter because the
promoter has not provided a persosalvice to the coliseum. The promoteragquired to
withhold the taxfrom the compensation paid to the nonresident performer because the
entertainer is providing a personal service for the promoter.

5. Employee’s Withholding Allowance Certificate (G.S. § 105-163.5)
(L7 NCAC 06C .0123) (17 NCAC 06C .0126)

Each new employee, befobeginning employment, shall give the employer a sighecin

NC-4 or Form NG4 EZ, North Carolina Employeebs Withho
employee that is a nonresident alien employee shall provide a sigmed NG4 NRA,
Nonresident Alien Employeebs Withhol-4darng Al I
Form NG4 EZ.

The Department will allow an employer to estadbleéssystem for its employees to file North
Carolina Employeebs Wit bHamhiNGAnNFRrImACAdEZ)Wwance C
form NG4 NRA (if applicable), electronically if the employer isalgsing the system for

federal brm W-4 s , Emp | oy eng Allswawe Cehificatds.dA certificate filed by a

new employee is effective upon the first payment of wages after it is filed and remains in effect

until the employee furnishes a new certificate unless the employee claimed total exemption
from withholdng during the prior year.
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Employees claiming exemption from withholding must provide the employer a new Form NC
4EZ by February 15 each year. State and federal definitions of dependent, single person,
married, head of household, and surviving spaurgethe same; however, the number of
allowances to which an individual is entitled may difféederal Withholding Allowance
Certificates are not acceptable. If an employee fails to furnish a withholding allowance
certificate, Form N& or Form NG4 EZ,the employer must withhold tax as if the employee

is single with zero allowances.

In addition to claiming the proper number of allowances on line Eoofn NC-4 NRA, a
nonresident alien employee must complete line 2 to identify the amount of additional tax to be

withheld from each pay periodds wages. The
Payroll Period Weekly Biweekly | Semimonthly] Monthly
Additional Withholding $10 $21 $22 $45
I f the nonresident aliends wamgteexhaft lmelow forhe p a:

the payroll period, the employee muostjuest the employer withhold the additional amount
in the above chartlf the wages do not exceed thenount in the chart below, the employe
must withhold 535% of thewages instead of the amount on line I2.a nonresident alien
employedails to furnishForm NG4 NRA, the employer must withhold tax aghe employee
is single with zero allowances and withhold the additianabunt from the above chart.

Payroll Period Weekly Biweekly | Semimonthly] Monthly
Wages $192 $385 $417 $833

(Note: Students and business apprentices who are residents oahttigibject to the U.$.
India tax treaty may enter $0 on line 2.)

The employer is not required to ascertain whether or not the @otaunt of allowances
claimed is greater than thetab number towhich the employee is entitleddowever, if the
employer has reason teelieve that the number of allowances claimed by an employee is
greaterthan the number to which such employee is entitled, the employernoiifst the
Department of Reanueat the time for filing the quarterly report for the quarter during which
the certificate is received, if the employer files quarterly withholding reports. If the employer
files monthly withholding reports, the employer shall notify the Departmetuificates
received during the quarter at the time for filing the monthly report for the third month of the
quarter

I f an empl oyeeds all owanc es bewihheld, tdempleyeer e a s e,
must provide an amended certificate to éngployer within 10 days after the change. Should

the allowances increasesquiring less tax to be withheld, the employee may provide an
amendedertificate to the employer at any time after the change occurs.
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6. Additional Withholding Allowances (G.S. 8 105-163.5) (17 NCAC 06C .0124)

Withholding allowances may be claimed by taxpayers expecting to have allowable itemized
deductions exceeding the standard deduction or allowable adjustments to income. Additional
allowances may be claimed feach $2,500 that the N.C. itemized deductions are expected to
exceed the standard deduction and for each $2,500 of adjustments reducing income.
Additional allowances may also be claimed if the taxpayer is entitled to a tax dreglit.
number of additionahllowances is determined by dividing the amount of the tax credit by the
product determined by multiplyiniipe withholding tax rate by $2,5@Mhd then rounding that
number down to the nearest whole number. The withholding tax rate is the individuad incom
tax rate plus one tenth of one percent (0.1%).2B&8 the individual income tax rate i25%

so the withholding tax rate is3&%.

7. Penalty for Unreasonable Allowance Certificate

G.S. 8 105163.5provides a civil penalty against an employee who gives an employer an
allowance certificate that contains information which has no reasoradikednd results in a
lesser amount of tax being withheld than would have been withheld had the employee provided
reasonable information. The penalty is 50% of the amount not properly withheld.

8. Submission of Certain Withholding Allowance Certificates (17 NCAC 06C .0126)

An employer is required to subnaitcopyof any withholding allowanceettificate on which

the employee claims more than 10 withholdidpwances or claims exemption from

wi t hhol di ng a nwadgespehweekeoulg hoonally exbesdn amount equal to

the North Carolina standard deduction for an individual with a filing status of single divided
by 52. For tax yea2019, that amount is $192.31

An employer filing a quarterly withholding reposhall submit copies of the certificates
received during the quarter when the quarteelyort is filed. An employer filing monthly
withholding reportsshall submit copies of the certificates received during the quarter at the
time for filing the monthly report for the third month of the calanduarter.

Copies may be submitted earlier and for shorter reporting per@aigies of the certificates,
along with a | et t enamesatdoessiwitltholding identdicatph rmmber; 6 s
and the number dfertificates submitted, should be ifed tothe Department.

The employer shall withhold on the basis of the certificate until writtéice is received from
the Department that the certificate is defecti®a. part of that written notice, the Department
will advise the employeto ignore the allowance certificate filed and to withhofdng the
numberof allowancespecified. The employer shall furnish the employee a cophefwritten
noticeupon receipt

If the employee files a new certificate, the employer must honor émtaticate only if the

employee does not claim exempt and claims a number smaller than the number allowed in the
Departmentdéds written notice. I f the new cer
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has been allowed and the employee specifiesriiing, any circumstances as justification to

support the claims, the employer must, upon receipt, forward a copy of the certificate and the
empl oyeebs written statement to the Depart me
withhold as specifiedih he Depart mentds written notice un
the Department advising the employer to withhold on the basis of the new certificate.

To increase withholding, an employee may ¢
allowances or magnter into an agreement with the employer and request that an additional
amount be withheld by entering the desired amoumM@#}, NC-4 EZ orNC-4 NRA.

An employee working for two or moremp | oyer s should c¢claim the
allowances with only one employer and claim zero allowances with the other employers.

9. Employers

An employer is any person or organization for whom an individual performs any service as an
employee. The ter includes federal, state, and local governmental agencies as well as
religious, charitable, educational, and other nonprofit organizations even though they may be
exempt for other tax purposes.

Note: Compliance with any of the provisions of North Carolina withholding by a nonresident
employer will not be deemed to be evidence that the nonresident is doing business in this State.
(SeeG.S. § 105163.9

10.Employees (17 NCAC 06C .0107)

For North Carolina income tax withholding purposes, an employee is either a resident
individual legally domiciled in this State who performs services within or outside North
Carolina for wages, or a nonresident of this State who performs services wilt8tatk for
wages. To prevent double withholding and to anticipate any tax credits allowable to a North
Carolina resident, withholding of North Carolina tax is not required from wages paid to a
resident for services performed in another state if thag stguires withholding. This relief
from double withholding does not relieve the resident of the obligation to Fitera D-400,

North Carolinandividual income tax return, and pay any balance due after receiving credit for
taxes paid to the other state.

All wages received by a nonresident for services performed in this State are subject to

withholding of North Carolina income tax. Any reliegfom double withholding must be
granted by the nonresidentés state of reside
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11.

12.

Employer-Employee Relationship (17 NCAC 06C .0108)

Everyone who performs services subject to the will and control of an employer, both as to what
shall be done and how it shall be done, is an emplogeemployeremployee relationship
exists when the person fahom the services are performed has the right to control and direct
the individual performing the serviceManagers and other supervisory personnel, officers of
corporations, and elected public officials are employe@#ether the employer actually
corntrols and directs the manner in which the services are performed does not matter if the
employer has the right to do so, and it does not matter that the em@ayaked by some

other name such as partner, agent, or independatractor; nor whether ¢individual works

full or part time; nor howthe payments are measured, paid, or what they are called.

Lawyers, physicians, contractors, and others who follow an indepetrddat business, or
profession in which they offer their services to phublic, generally are not employeds$.an
individual is subject to theontrol and direction of another only as to the results of the
i ndi v warkuaand rintsas to the methods of accomplishing the resulténdhedual is
generally an independeotrtractor and not an employee.

Ministers (G.S. § 105-163.1A)

An ordained or licensed clergyman who performs services for a church of any religious
denomination may file an election with the Secretary of Revenue and the church he serves to
be considered an employee of the church instead eésgifoyed. Until a clergyman files the
election, amounts paid by a church to a clergyman are not subyeithb@lding.

13.Common Carriers

The Amtrak Reauthorization and Improvement Act of 1990 provitlas no part of the
compensation paid to an employee of an interstabead subject to the jurisdiction of the

Surface Transportation Boaf8TB) may besubject to income tax, or income tax withholding,

inanyst ate except the state of t heerlermprégalareeds
assigned duties in more than one stathe Act alsgprecludes the taxation of compensation

paid by an intersta motor carriesubject to the jurisdiction of the STB or to an employee of

a privatemotor carrier performing services in two or more states except bstdte of the

empl oy e e 6 sTherebore,ithet eompeasation receivdsuch nonresident empless

for services performed in this State witit be subject to North Carolina income tax or income

tax withholding.

Under the Federal Aviation Act (49.8IC. §40116), a nonresident airlimenployee rendering

services on an aircraft would not be liafde North Carolina income tax unless the scheduled

flight time in North Carolina ignore than 50% of the total scheduled flight time during the
calendaryear] f t he empl oyeebs flight | ogsflghhow t hc
time is in NorthCarolina, the amount of income reportable to sitége would be based on the
percentage that the North Carolina flight tirméo the total flight time for the year.
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14.Federal Employees

Under an agreement with this State, federal agencies withhold Glartiina income tax from
the military pay of members of the Arméebrces designated as legal residents of North
Carolina, and from thpay of civilian federal employees whose regular place of emplaymen
is in North Carolina.

15.Military Spouses

Under the Sevicemembers Civil Relief Act, as amended by the Military Spouses Residency
Relief Act of 2009, the wages of a spouse of a military servicemember who is legally domiciled
in a state other than North Carolina are exempt from North Carolina income tax if:

(a) the servicemember is present in North Carolina solelpmptiance with military orders;
(b) the spouse is in North Carolina solely to be with the servicemember; and

(c) the spouse is domiciled in the same state as the servicemember.

Therefore, if a military spouse meets all three of the preceding conditions, an employer is not
required to withhold North Carolina tax from wages paid to such military spouses. The
military spouse shall furnish to the employesrm NG4 EZ North Carolina
Withholding Allowance Certificate, certifying that the spouse is not subject to North Carolina
withholding because the conditions for exemption have been met. The military spouse shall
certify the state of domicile and attacle@y of the spousal military identification card and

a copy of the servicemember és rmamlNCGA4EZ2Ccent

The Act does not exempt military spouses who are domiciled in North Carolina from North
Carolina income tax withholding. Withholding from wages paid to military spouses domiciled
in North Carolina is still required. For more information, 8eéve Military andFrequently
Asked Questions about the Military Spouses Residency Relief Act of 2009

16.Seamen (17 NCAC 06C .0112)

The Vessel Worker Tax Fairness Act, 46 U.S.C. § 11108, protittitsolding of state income

tax from the wages of a seaman arvessel engaged in foreign, coastwise, intercoastal,
interstate, ononcontiguous trade or an individual employed on a fishing vesseiyofish
processing vessel.Vessels engaged in othertigity do not come under the restriction;
however, any seaman who is employea¢oast widetrade between ports in this State may
have tax withheld ifsuch withholding is pursuant to a voluntary agreement between such
seaman and his employer.

With respecto income obtained while: (1) engaged as a pilot (license@r section 7101 of
Title 46 of the Code or under the laws of a statepn vessel performing duties in more than
one state; or (2) performinggularly assigned duties as a master, officerrewman on a
vesseloperating on the navigable waters of more than one state, an indigdswdiject to
income tax only in the state and political subdivisiowirich the individual resides.
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Seamen who are exempt from withholding as specified aboveldsthetermine whether they
meet the requirements for making paymentsstimated income tax.

17.Professional Athletes (17 NCAC 06B .3905)

Professional athletic teams must withhold income tax from the Nkatbina source income

of a nonresident member of the team at the rate for individuals with no withholding allowances.
(SeeTax Ratedor a schedule of North Carolina tax rates.) Taxes shall be witfioetdthe

income of a resident member of the team in the same manner as taxes are withheld from other
residents.

Professional athletic teams not domiciled in this State are classified as quarterly employers and
must file returns reporting the amount ofdéaxwithheld and pay the amounts withheld on a
guarterly basis.

Professional athletic teams that are domiciled in this State shall determine their filing and
paying requirements in the same manner as all employers domiciled in this State.

A nonresident ramber of a professional athletic team is not required to file a North Carolina
individual income tax return when the only income from North Carolina sources is the
compensation received for services rendered as a member of the team and the team has met
thewithholding requirements above. The individual may file an individual income tax return

and claim credit for the tax withheld.

The professional athletic team, as well as the individual, shall be personally and individually
liable for any additional tague if the professional athletic team does not properly determine

the individual 6s Nor grdperi¢vatnhold tax fran tratoncom@le i nc o r
Department will not colledhe additional tax, penalty, or interest due twice.

18.Domestic/Household Employees

Employers are not required to withhold State income tax from the wages of
domestic/household employees; however, the employer and employee may enter into a
voluntary agreement to withhold from the emp
on the enployee information shown oRorm NG4 or Form NG4 EZ Noth Carolina

Empl oyeeds Wi thholding All owance Certificate
of Employment Security regarding any employment insurance liability.

19.Farm Labor
Compensation paid by a far mer rinmmprodu@geri ces |

harvesting agricultural products or in transporting the agricultural products to market is subject
to North Carolina withholding.
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Wages paid to agricultural workers are subject to North Carolina withholding to the same
extent federal ioome tax withholding is required. Generally, wages paid to agricultural
workers are subject to federal income tax withholding if the worker is paid $150 or more during
the year or the employer pays $2,500 or more to all agricultural workers during the yea

Compensation paid to agricultural workers who are ITIN holders is also subject to North
Carolina withholding. For more information, refer Wéithholding from Nonresidents for
Certain Personal Services amdithholding on Contraors Identified by an Individual
Taxpayerldentification Number (ITIN) Note: An exception exists for aliens commonly
referred to as F2A agricultural workers.

20.North Carolina State Lottery Winnings (G.S. 8§ 105-163.2B)

Winnings of $600 or more paid by the North Carolina State Lo@@enymission are subject
to State withholding at the rate oR5% for taxyear2019.

21.Supplemental Wage Payments (17 NCAC 06C .0117)

If an employer paysupplemental wages separately (or combines them with regular wages in

a single payment and specifies the amount of each), the income tax withholding method
depends on whether the employer withholds i
and whethertte wages and supplemental wages are paid in a single payment. If the employer
withholds income tax from an employeebs reg
following methods for the supplemental wages:

(a) Withhold a flat 535% for tax yea2019, or

(b) Add the supplemental and regular wages for the most recent payroll period and then figure
the income tax as if the total were a single payment. Subtract the tax already withheld from
the regular wages and withhold the remaining tax from the supplemergas.

Note: | f t he employer does not withhold incom
use method (b).

Vacation pay is subject to withholding as if it were a regular vpagenent. If vacation pay is

paid in addition to the regular wages, tritat vacation pay as supplemental wages. If vacation
payisforatimé onger t han an empl oyer s uspeadds payr o
for which it is paid.

Tips treated as supplemental wagesThe employeishall withhold the income tax on tips
from wages orcollect the taxfrom funds the employee provides. If an employee receives
regular wages and reports tips, the emplcsfeall figure income tax as if the tips were
supplemental wages. If the employer has natlhatd income tax from the regular wages, the
employer adds the tips to the regular wages and withholds income tive dotal. If the
employer withheld income tax from the regular wagies,employer can withhold on the tips
as previously explained.
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22.Wage and Tax Statements (17 NCAC 06C .0119)

An employer should use the gpart federal Form \A2 or any othealternate forms which have

been designed for payroll equipment if tipegvide the same information and the same number

of copies as thefficial form. When compl et ed, the state copi e
North Carolina withholding ientification number and must cleadgsignate the state tax as

North Carolina tax Statements which do noteet the above requirements will not be accepted

and employees cannbé given credit for the tax withheld.

23.Reciprocity of Tax Credits (17 NCAC 06C .0120)

North Carolina does not allow an income tax credit for taxes paid tdhenstate to
nonresidents; therefore, any relief from double taxation must be granted by the state of
residence. North Carolina provides such relief to its residents. For more inforniation,
Credits

24.Credit for Income Tax Withheld

G.S. 8 105163.10provides that the amount deducted and withheld during any calendar year
from the compensation of any individual must be allowed as a credit to that individual against
the tax imposed und&.S. 8 105153.7for taxable years beginning in such calendar year. For
example, a taxpayer filing his return for a fiscal year ending September 38), #01be

allowed credit for tax withheld from wages for the calendsaryending December 32017.

This is the case even though the taxpayer must report the income on the return for the fiscal
year ending September ,328018.
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XVIl. REPORTING AND PAYING TAX WITHHELD

1. New Employers (17 NCAC 06C .0201)

Each new employer required to withhold North Carolina income tax negster on the
Department's websiter complete and fil&Eorm NGBR, Business Registration Application

for Income Tax Withholding, Sales and Use Tax, and Machinery and Equipment Tax. The
Department will assign a State withholding identification number which should be used on all
reports, returns, and correspondence concerning withholding. Do not usantbernof
another employer from whom a business was acquired.

2. Reports and Payments (G.S. § 105-163.6)

North Carolina does not use a deposit system for indamevithheldsimilar to the federal
system.Withheld taxes are paid quarterly, montldy semiweekly.Employers who withhold

an average of less than $2/6m wages each month must file a quarterly return and pay the
withheldtaxes on a quarterly basi$he quarterly return and payment are due¢heylast day

of the month following the end of the calendar quarter.

Employers who withhold an average of at least $250 but lesssth800 from wages each
month must file a monthly return and pay thighhdd taxes on a monthly basi&ll monthly
returns and paymengse due by the fifteenth day of the month following the month in which
the tax was withheld; except the return and payment for the mobteocaimber ardue to be
filed on or before January 31.

Employers who withhold an average of at least $2,000 from wagesreath must file a
report and pay thevithheld taxes at the same tirtiey are required to file reports and pay the
tax withheld on the sameages for federal income tax purposd$e die dates for reporting
andpaying North Carolina income tax withheld are determined by thelahes for depositing
federal employment taxes (income tax withheld El@@A). Each time an employer is required
to deposit federal employmetaixes, the employanust remit the North Carolina income tax
withheldon those same wages, regardless of the amount of State tax withheld.

Exception. For federal tax purposes, if an employer withholds $100¢0000re, the deposit

is required on the next banking daiorth Carolinadid not adopt this provision of federal
law, and the State income taithholding on the same wages is due on or before the normal
federalsemiweekly due date for those wagd$ie employer must mail or delivpayment of

the North Carolinancome tax withheld by the due date.

Semiweekly filers are required to reconcile the tax paid with the tax withheld for the quarter
on Form NG5Q, North Caplina Income Tax Withholding Return. The due dates for Form
NC-5Q are the same as for the federal quarterly return (federal Form 941). An employer has
10 additional days to file the return if all required payments were made during the quarter and
no addiional tax is due. An employer reconciles the tax paid and the tax withheld for the year
by filing Form NG3, Annual Withholding Reconciliation. Form N&is due to be filed on or
before January 31 flowing the end of the tax yealf an employer terminates its business or
permanently ceases paying wages, the employer medtdiim NCG3 within 30 days of the
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last wage paymentor information on when a@ocument is considered timeljled, see
Departmental Directive TA6-1 andDepartmental Directive TA8-1.

. E-File

Employers can file their North Carolina withholding returns and pay their taxes online by using
t he De p ©nlihenrting ind Paymenisortal The Efile system is available 24 hours

a day, 7 dys a week. Payments can be made by bank draft or credit or debit card using Visa
or MasterCard.

. Electronic Funds Transfer (G.S. § 105-241(b)(3))

The Deparient requires certain employers remittinggaerage of $20,000 per month per tax
type to pay taxes by electronic funmiansfer (EFT). Employers required to remit payments
by this methodwill be notified in writing at least 60 days prior to the finsonth thatan EFT
payment is dueVoluntary participation is offered for all filinffequencies for nomandated
employers who are interested in paylgctronically. For questions concerning electronic
funds transfer, contatte EFT Unit at 8877-308-9103.

. Amounts Withheld Are Held In Trust For The Secretary Of Revenue
(G.S. §105-163.8) (17 NCAC 06C .0204)

Any amount withheld by an employer is deemed to be held in trughéo®ecretary of
Revenue.

A penalty of 10% of the amount due is imposed for failure to withbotd pay the tax when
due. The penalty for failure to timely file withholding return is 5% of the tax due per month
(maximum 25%). In addition, criminal penées are provided for willful failure to comply
with the withholding statutes.

An employer who fails to withhold or pay the amount required to be withheld is personally
and individually liable for the tgxncluding any penalties and interest difean employer has
failed to withhold or to pay over income tax withheld or required to have been withheld, the
unpaid principal amount ofax may be assessed against the responsible peo$ahg
employer

More than one person may be liable as a persommegpe for the payment of withholding
taxes; however, the amount of the income tax withheld or required to have been withheld shall
be collected only once, whether from the employer or one or more responsible persons. The
term Ar esponsi lhe eresigeatr tseasarér, omahiaf rfisancial officer of a
corporation; a manager of a limited liability company or a partnership; any officer of a
corporation, a member of a limited liability company, or a partner in a partnership who has a
duty to deductaccount for, or pay over income tax withheld; or a partner who is liable for the
debts and obligations of a partnership ur@e3. 8 53450r G.S. 8 59403 It is not necessary

that the failure to collect and pay the withholding amounts was willful; it is only necessary that
the responsible person failed to pay thewdtkheld or required to have been withheld to the
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Secretary of Revenu@Vhen the Department of Revenue determines that collection of the tax
is in jeopardy, an employer may be required to report and pay thegiax @ine after payment
of the wages.

. Annual Reports (G.S. 8§ 105-154) (G.S. § 105-163.2B) (G.S. § 105-163.3)
(G.S.8105-163.7) (G.S. § 105-236(a)(10)) (G.S. § 105-228.90) (17 NCAC 06C .0203)

a. Informational Returns to Secretary

1. Form NC-3. Employers and other payetsat are required to or voluntarily withhold
North Carolina income taxesust electronically file=orm NG 3, Annual Withhotling
Reconciliation As a part ofForm NG3 filing requiremat, the following formsare
required tdbeelectronically filel with the Department:

1 A copy of all federal Forms V2, W-2G, 1099MISC, 1099R, 1099B, 1099DIV,
1099INT, 10990ID, 1099G, or 1042Ss ( Af eder at atf @menst soor)
report North Carolina income tax withholding.

1 A copy of all North Carolina Forms NCO99PS and NQO09SITIN.

If no North Carolina income tax withholding is reported on the federal form or
statement but the income amounts reported offetteral form or statement meet the

Il nternal Revenue Serviceds information r e
following federal forms or statements must be filed with the Department:

1 Form W2 issued to a North Carolina resident;
1 Form W2 issuel to a norresident for services performed in North Carolina;
1 Form 1099MISC, if Box 3 (Other income) or Box 7 (Nonemployee compensation)

is populated and the recipientds addres
T Form1099R i f t he r eci pedenrNorih €Carcdinh;dr ess i s | 0«
1 Form 1042S if it includes North Carolina source income, and
9 Other reports of 1099 information (such as interest, rents, premium, dividends,

etc.), if the payments have not been reported to the Internal Revenue Service.

Due Date. Form NG3 and the required V¥, 1099, and 1043 statements

(coll ectiv8by mBet mMmbERCfiled on or before
calendar year and in an electronic format as prescribed by the Secretary. If an employer

or other payer terminatés business or permanently ceases paying wagesyage
compensation, and pension payments subject to North Carolina income tax
withholding, Form NG3 and the required V¥ and 1099 statements must be filed

within 30 days of the last payment.
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Informational Return Penalties. Pursuant t0G.S. 105236(a)10) the penalty for

failure to fileaninformational returrby the due date is $50 per day, am@tmaximum

of $1,000. The penil for failure to file the informational returin the format
prescibed by the Secretary is $200. parposes of Form NG, theformat prescribed

by the Secretary requires FormMNC and t he St at e@and®®Wpy of
statements to be filed electronically on or before the due date via the eNC3 and

Il nf ormati on Reporting Application | ocate

For additional information on the eNC3 and Information Reporting Application
including stepby-step guidelines on how to use the eNC3 and Information Reporting
Application, see theNC3 webpagtocated on the Depat mewelbsides The eNC3
webpageincludes additional information such as frequently asked questions and
examples of when an empkayor other payer may bsubject tothe informational
return penalties.

. Other Information Returns of Payers. Pursuant t@.S. 105154(b), aperson who is

a resident of North Carolina, has a place of business in North Carolina, or has an
employee, agent, onather representative in any capacity in North Carolina is required
to file an information return as required by the Secretary if the person directly or
indirectly pays or controls the payment of any income to any taxpayer. The return must
contain all thenformation required by the Secretary. For purposes of this report, a
person is defined amn individual, a fiduciary, a firm, an association, a partnership, a
limited liability company, a corporation, a unit of government, or another group acting
as a uit.

For purposesf this filing requirement, a person is required to file the following forms
or statements with the Department:

T
T

A copy of all North Carolina Forms NCO99PS and NG 09SITIN.
A copy of the following federal forms or statements, iffibven or statement
meets the I nternal Revenue Servicebs 1in

Form W,2 issued to a North Carolina resident;
Form W-2 issued to a naeresident for services performed in North Carolina;
Form 1099MISC, if Box 3 (Other income or Box 7 (Nonemployee

compensation) is popul ated and the r
Carolina;
Form1099R i f t he recipientdéds address is |

Form 1042S if it includes North Carolina source income, atfter reports of
1099 information (such as interest, rents, premium, dividends, etc.), if the
payments have not been reported to the Internal Revenue Service.

Importantly, a personthat isnot required to file Form NG should not apply for a
withholding number with the Secretary and should not file a ForrsBNGstead, the
required information should be reported to the Secretary via the eNC3 and Information
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Reporting Application. For adibnal information on the eNC3 and Information
Reporting Applicatio, see theNC3 webpagk ocat ed on t he Departmn

Informational Return Penalties: A personthat isnot requiredo file Form NG3 but
is required to provide the Secretary with income infofomapursuant to G.S. 10564
is not subject to the informational return penalties prescribed in G.&23&%&)(10).

b. Report to Employee, Contractor, Pension Payment Recipient, or Other
Income Recipient

Every employer and other payer whaesjuired to or voluntarily withhokNorth Carolina
income taxes from wages, n@rage compensationy pension payments must furnish the
recipientof the incomea form or statemerthat reportscertain information required by
North Carolina law In general, ltese forms and statements must be provided to the
recipients on or before January 31 of the following calendar year. However, if an employer
or other payer terminates its relatiomsivith an employee, a contractor, or a pension
payment recipient before the close of the calendar ylegy, must provide théorms or
statements to the recipients within 30 days of the last payment.

For purposes of this filing requirement, a persomeguired to report the following
information to the recipient of the income

1. Report to Employee: Employers must furnish two copies of the wage and tax
statements, Form V¥, to employees from whom North Carolina income tax was
withheld. The Internal Revenue Service supplies gparx Form W2 which will
produce the required federal and North CasBtatements in one packet.

2. Report to Contractor: A payer who withholds from compensation paid to a
nonresident contractor or ITIN contractor must provide the contractor a statement
showing the total compensation paid and the amount of North Caroliomentax
withheld during the calendar year. The payer must given NGC1099P$ Personal
Services Income Paid to a NonresidentEorm NG10939ITIN, Compensation Paid
to an ITIN Contractor, to the contractoEederal Form 1098ISC may be filed in lieu
of Form NG1099PS or Form N@QO093ITIN.

3. Report to Pension Payment Recipient: A payer who withholds from pension income
must give the recipient federal Form 16R9showing the pension amount paid and the
North Carolina income tax withheld

4. Report to Other Income Recipients: A payer who withhals North Carolina income
tax from any other income recipients must provide the recipients with the appropriate
form or statement that reports identifying information of the payer and recipient, total
amount of income payments, and the amount of North Darailcome tax withheld
from the income payments.
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XVIII.ESTIMATED INCOME TAX

1. Forms

Form NG 40is the form for payment of estimated individual income tax. Forr4R@G a
four-part, nonpersonalized payment form. The fepart form includes the necessary vouchers
and instructions for making payments. An individual can pay estimated tax oriligethes
De p ar t eservicesdia individualportal.

2. Requirements for Filing (G.S. § 105-163.15) (17 NCAC 06D .0102)

An individualmustpay estimated income tax if the tax shadue on the income tarturn for
the taxable year, reduced by the No@harolina tax withheld and allowable tax credits, is
$1,000 or moreegardless of the amount of income the individual has that is not stiject
withholding. Married individuals can make joint payments sfimatedincome tax even if
they are not living together; however, thegynot make joint estimated tax payments if they
are separated undardecree of divorce or of separate maintenaAdgo, they may not make
joint estimated tax payments if eithertbém is a nonresident alien oreither of them have
different tax years.

Whether married individuals make joint estimated tax paymerssparate payments will not
affect their choice of filing a joint incom@&x return or separate returtf they m&e joint
payments and then filgeparate returns, they mdgtermine how talivide the estimated tax
payments betweethem.

A taxpayer filing a short period return becausa change iftncomeyear is required to make
estimated income tax payments onitietallmentdates which fall within the short period and
15 days after the close of tkbort period. The payments should be calculated in the same
manneras if the income year had not changddterest on the underpayment estimated
income tax for ashort period will be computed for the perioflunderpayment based on the
tax shown due on the short period retand computed in the same manner as it would have
been computed hatle taxpayer not changed lmisherincome year.

3. Applying Prior Year’s Income Tax Refund to Current Year’s Estimated Income
Tax

An individual may elect to have amcome tax refund applied to estimated income tax for the
following year. For example, aindividual due a refund on tH2018 income tax return may
have all or ap portion of the refund applied ®stimated tax fo2019. The individual may not
however, file 82018 tax return ir2020 and requst the refund be applied to tB620 estimated

tax since the refund can only be applied to the tax year which follows théoyeehich the
request for refund is madd&.he last allowable date for makin@819 estimated tax payment

is January 132020; therefore, you must file yo@018 income tax return by January 2820,

to elect to apply a portion of your refund2019 estimated taxIf an individual makes a valid
election, that individual magot revoke the election after the return has been filed in order to
havethe amount refunded or applied in any other manner, such as anagésest any
subsequent determineaitliability.
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XIX. INTEREST ON THE UNDERPAYMENT OF ESTIMATED
INCOME TAX

1. General (G.S. § 105-163.15) (17 NCAC 06D .0201)

Interest may be due on the underpayment of estimated incom&haxnterest is computed
separately for each payment period; therefarejndividual may owe interest for an early
period even if that individudhter paid enough to make up the underpaymantindividual
who didnot pay enough tax by the due date of ezfcthe payment periods mayve interest
even if a refund is due when the return is filed.

2. Avoiding Interest on the Underpayment
Interest on the underpayment of estimated income tax will not &pilg individual makes

payments of estimated income tar eachinstallment date for 25% of the lesser of the
following:

a.90% (66.67% for farmers and fishermen) of
return,

b. 100% of the tax on the preceding yeasbds r et
and the individual filed a return for that year), or

c. 90% (66.67% for farmers and fishermen) of the tax determined by annualizing the income
received during the year up to the month in which the installment is due.

Also, no interest on an underpaymeurill be due if an individuahad no tax liability for the
preceding year or if the total tax shown tbe current year return minus tax credits and the
amount paid througtvithholding is less than $1,000.

3. Underpayments (17 NCAC 06D .0207)

An underpayment is the excess of the required installment (or, if ltveesnnualized income
installment) for a payment period over the portdrihe amount paid by the due date that is
not applied to an underpaymdat an earlier payment period.

Payments include income tax withheld and are considered payofierssmatedax in equal
installments on the required installment dgtesually four), unless the individual can prove
otherwise. A payment adstimated tax is credited against unpaid installments in the order in
whichthe installments are required to be paid.

4. Overpayments (17 NCAC 06D .0208)

An overpayment for any period occurs when the withholdingestichated tax payments are
more than the total of any underpaymehotsan earlier period plus the lesser of the required
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installment or th@nnualized income installment for the period. If there is an overpayorent
a period, it should be carried to thext period and added to ththholding and estimated tax
paid for that later period to determine amderpayment or overpayment for that later period.

. Determining an Underpayment (17 NCAC 06D .0209)

No interest will be due if the estimated tax payments were made onrtdrtbeapayment for

each period was at least as much as either the required installment or the annualized income
installment for the period. To determine an underpayment-oise D422, Underpayment

of Estimated Tax by Individuals.

The required installment for any payment period is the lesser of 22.5% of the tax shown on the
current year return or 25% of the tax shown on the {y&ar return (if theorior-year return
covered all 12 months of the year). However, if the annualized income installment for any
period is less than the required installment for the same period and the annualized income
installment is used in determining the underpaymend #m difference between the
annualized income installment and the required installment to the required installment for the
next period. If the annualized income installment for the next payment period is used, add the
difference between the annualizeccame installment for that period and the required
installment (as increased) for that period to the required installment for the following payment
period.

There will be no underpayment for any payment period in which the estimated tax payments,
reduced byany amounts applied to underpayments in earlier periods, were paid by the due date
for the period and were at least as much as the annualized income installment for the period.

. Period of Underpayment (17 NCAC 06D .0210)

Underpayment interest is applied to the number of days thatstaiment was not paid-or

tax year2018, for exampledetermine thg@eriod of the underpayment by counting the number
of days after the dugate of the installment to and including the date of payment, or April 15,
2019, whichever is earlierFiscal year taxpayers use the 15th day ofithemonth following

the close of the fiscal year instead of April 2619.

Cal endar year taxpayer sod payanmeSeptesnbealseandd u e
January 15 of the following yeaif the 15th ofthe month is on a weekend or holiday, the
payment is due on theextbusiness day.

Payments for fiscal year taxpayers are due on the 15th day df therth, the 15th day of the
6th month, and the 15th day of the 9th moothhe fiscal year, and the 15th day of the 1st
month after the end of tHiscal year.

Peiods and amounts of underpayment are determined by apgsimgated tax payments to

any underpayments of earlier installmentgmorder in which such installments were required
to be paid.
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If a payment of estimated tax is applied to an underpaynoerdarfearlier period, but the
payment is less than the underpayment, therebeilinore than one period of underpayment
for the earlier period.

The first period of underpayment for any payment period will be from the day after the due
date for the paymenperiod to the date of thérst applied payment. Later periods of
underpayment for that paymeperiod will be from the day after the due date for the payment
period tothe date of the next applied payment or April 15 of the following yeaichever is
earlier.

To determine the interest for a payment period with more thapemad of underpayment,
compute interest separately for each ofgagods of underpayment using the number of days
in each period afinderpayment, the correct underpayment baaaued the appropriateterest
rates.

. Farmers and Fishermen

The following special rules for underpayment of estimated tax apfpymers and fishermen:

a. Interest for underpaying018 estimated tax will not apply if thesturnis filed and all tax
is paid by March 12019. For fiscalyear taxpayers, interest will not apply if the return is
filed and taxdue is paid by the first day of the third month after the end dhthgear.

b. Any interest owed for underpaying018 estimated tax will be determined from one
payment due date, January, 2819.

c. Underpayment interest f&018 is computed on the differendmtween the amount of
estimated tax paid by the due date andlélsser of 100% of the tax shown on @17
return or 66.67% ofhe 2018 tax.

In addition to the special rules, farmers and fishermen will not &y underpayment

interest if the tax due (less withholding and tagdits) is less than $1,000 or if there was no
tax liability for the prior year.
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XX. TAXPAYERS’ BILL OF RIGHTS

As a taxpayer, you are always entitled to fair, professional, prompt, and courteous service. Our
goal is to apply the tax laws consistently and fairly so that your rights are protected and that you
pay only your fair share of North Carolina tax. For mafermation, seéorth Carolina
Taxpayerso6é .Bill of Rights
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XXI. LAW CHANGES THAT BECOME EFFECTIVE FOR TAX YEAR
2019

1. Standard Deduction (G.S. § 105-153.5(a)(1))

For tax years beginning on or after January 1, 2019, the standard deduction for each filing
status increases. The standaediuction for most individuals for tax year 2019 can be found

in the chart located below. However, the standard deduction is zero for persons who are not
eligible for the federal standard deduction under section 63 of the Code.

N.C. Standard Deduction Chart for Tax Year 2019

If your filing status is: Your standard deduction is:
Single $ 10,000
Married filing jointly/QualifyingWidow(ery

Surviving Spouse $ 20,000
Married filing separately
If spouse doesat claim itemized deductions $ 10,000
If spouse claims itemized deductions 0
Head of household $ 15,000

2. Individual Income Tax Rate (G.S. § 105-153.7(a))

Effective for tax years beginning on or after January 1, 2019, the tax rate imposed on an
individual 6s North Carolina taxabl e i ncome

3. Individual Income Tax Extensions (G.S. 8 105-263(c))

Effective for tax years beginning on or after January 1, 2818xpayer granted an automatic
extension to fié a federal income tax return will lgeanted an automatic extension to file the
corresponding North Carolina income tax returfihe taxpayer must certify on the North
Carolina return that the taxpayer was granted a federal extef$ierDepartment will publish
additional information on dhining State extensions in the future.
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https://www.ncleg.net/EnactedLegislation/Statutes/PDF/BySection/Chapter_105/GS_105-153.5.pdf
https://www.ncleg.net/EnactedLegislation/Statutes/PDF/BySection/Chapter_105/GS_105-153.7.pdf
https://www.ncleg.net/EnactedLegislation/Statutes/PDF/BySection/Chapter_105/GS_105-263.pdf

